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Article Views Political Self-Censorship 


940 M0311 Beijing ZHONGGUO JIZHE [THE 
CHINESE JOURNALIST] in Chinese No 3, 15 Mar 94 
pp 28-30 


[Discussion on Political Awareness in News Reporting; 
article by Wu Jincai 0702 6930 2088. and edited by Lu 
Xiaohua 7120 1420 5478] 


[Text] 


I, What is political self-censorship among journalists? It 
is the measure of one’s control over one’s reporting. 


Self-awareness and initiative in news reporting make a 
rather high standard expected of reporters and editors. 
As for journalism as a profession, there is, objectively. 
still a strong restraint on those engaged in the trade. As 
the result, the problem of political self-censorship arises. 
What 1s called self-censorship in journalism generally 
refers to a self-conscious submission to the leadership of 
the Party (CPC) and the government within a definite 
framework, to actively coordinate the central activities 
of the Party and the government. From all these activi- 
ties of the state, the unique role of journalism is allowed 
to come into full play. 


Political self-censorship is one of the practical lessons 
encountered regularly in news reporting. Two types of 
political awareness are generally expressed by reporters 
and editors in their work. One has higher limits. That 1s, 
after understanding the government's attitude toward 
the important effect generated by the news, they feel out 
the “essence” of the reaction coming from the central 
government and related agencies in the upper echelons, 
and self-consciously critique the news content from the 
government's angle to reap a “target hit” in news writing 
and a resounding social effect. Another type has lower 
limits. where editors and reporters must know the polit- 
ical limitations of their working discipline, to do what is 
called “checks-censorship.” In other words, a reporter 
plays an active role as collector and writer of news. 
Therefore, the general requirement demands one to 
know what the government proposes and encourages. 
But an editor has a passive role in reviewing and editing 
articles, so demands on one are even more stringent— 
knowing prohibitions on many aspects of government 
activity, and applying certain restraints to the content of 
articles and reports. In general, most reporters and 
editors who have been practicing their art for a number 
of years understand this aspect. Toward this end, we 
must make a detailed study and self-consciously master 
the limits of reporting work so that journalism can have 
a good effect on development of all the state's activities. 


At present, the discipline of political self-censorship 
encountered by reporters and editors are noted chiefly in 
the following aspects: 


—**Transparency” mastered based on the state's inter- 
ests. In the world today, there are hardly any news 
reporting organizations that do not come under the 
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state. When news 1s related to the state’s well-being, 
there is hardly any news organization that will not 
submit to the state’s orders. For example, during a 
war. the number of combat troops and the condition 
of their commanders is not to be reported, the military 
adopts strict measures of secrecy, and the news under- 
goes extra examination and censorship. Now China 1s 
a society ruled by laws. and many abstentions are 
carried out by government proclamation. According 
to Article 10 of the “Law of the People’s Republic of 
China on Protecting State Secrets.” the State Bureau 
of Security and the Central Committee and related 
State agercies have devised systematic state security 
guidelines and determined various security levels for 
various activities. Naturally. these are guidelines that 
news Organizations must observe as well. 


In the course of daily economic activities, because of 
increased modern day competition, government agen- 
cies must guard the secrecy of a series of actvities with 
increased vigilance. This 1s common international prac- 
tice. Colleague Jiang Zemin indicated: “There is always 
something in areas of military activity, diplomacy. poli- 
tics, economics. science and technology that come under 
State security, which cannot be published. broadcast. or 
televised. This 1s also common practice among other 
nations.” He also emphasized: “Anything that 1s trans- 
parent or not transparent must consider the interests of 
the party, the nation, and the people. to see whether that 
contributes to social stability. political stability. eco- 
nomic and public stability.” (Je Proper Direction for a 
Firm Hold on Public Opinion, pp 13-14, Zhongguo 
Gongren Chubanshe, 1990, Sth edition.) This article 
discusses the relationship of security in economics. sci- 
ence and technology with politics in very clear terms. In 
China, another situation involving security 1s the special 
or last-minute security protection the government fre- 
quently designates to some economic or technical mat- 
ters. While these secrets are part of the action, they are, 
without doubt. standard political substance. Therefore, 
we must be alert to grasping the inter-relationship of 
news in general with secrecy in political affairs. 


—Treating sensitive topics according to needs of social 
stability. The attitude toward the theory of “freedom 
of the press” emphasizes the principle that there are 
no news that cannot be reported. However. actual 
practice in any kind of society shows this cannot be 
done. In China, matters involving personal problems 
such as private secrets. sexual taboos etc.. are not 
suitable for public reporting in the news media. For 
circulation purposes, some newspapers will expose the 
private affairs of some celebrity and create, as a result, 
some conflict. Maintaining social order 1s one of the 
government's important responsibilities. Doubtless, 
the resolution of conflict in the end requires judgment 
by the authority of political power. Therefore, the 
treatment of such conflict becomes a part of political 
activity. The over-involvement of journalism in such 
conflicts is not conducive to its fair and objective 
image, nor in the interest of maintaining social sta- 
bility. Furthermore, where social stability on a large 
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scale 1s concerned, journalism must treat and report 
some sensitive topics with awareness. 


For example. with respect to some local disturbance or 
disaster, the question to report or not, or when to do so, 
must be based on how government agencies respond to 
such incidents. Such an approach is, in many ways, 1n 
conflict with general journalistic principles. However, in 
any division of social tasks, the cardinal rule is the task’s 
value to the manner and morals of the time, and jour- 
nalism 1s no exception. In recent years, many improve- 
ments have been made in reporting certain spontaneous 
events, but for reporters on the scene, at the same time 
they “seize onto” awareness of the news, they must strictly 
observe how those dealing with the matter are handling tt. 
In the midst of this, the reporter and editor are required to, 
in a self-conscious way, to regulate their news activities 
based on the great need to maintain social order. 


—Accurate grasp of group interests. As news reporting 
must touch on different people and groups in a society, 
people wili have their expectations, but expectations 
of politicians are greater and more detailed. Under 
such circumstances, reporters and editors must have 
an even more acute grasp of such expectations in their 
handling of the news. For example. reporting on the 
private lives of China’s leaders 1s resiricted. According 
to the Party’s theory, which addresses this topic with 
all seriousness, the leaders are not considered “guans” 
[officials]. Therefore, the status of their family mem- 
bers 1s not to be reported in the way it 1s sometimes 
inaccurately reported to people in the West. At any 
rate, it 18 best not to report such matters. 


The self-control imposed by complex socio-political fac- 
tors in news reporting 15 what 1s called “self-censorship.” 
Its direct significance 1s the self-conscious act of submit- 
ting news to political demands. from which good social 
results are derived. Its imdirect significance is in the 
hidden danger of news being supervised in a manner 
where its full potential 1s not allowed into full play. That 
these two possibilities exist should alert us to gravitate 
toward the good and avoid the bad, and put journalism 
in a properly correct social role. 


Self-censorship in journalism 1s a strongly self-conscious 
act. Within the journalistic setup, we must also pay 
attention to establishing a system with some healthy 
routines. Suitable controls should be placed on the news 
structure and on the journalists, so that from a strongly 
felt “censorship by them,” a practice of “‘self- 
censorship” 1s established. 


The actual collecting, editing. and publication of news in 
China today shows that strengthening political self- 
censorship requires three link-ups: an internal sign-in 
system, an external review system, and a post-event 
damage control system. 


1. Internal sign-in system. In 1989, in a “Seminar on News 
Reporting Work.” colleague Li Ruthuan [2621 3843 3883] 
stated: “We must perfect the leadership system inside the 
news unit. A responsible unit must be implemented, 
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headed by the editor-in-chief (chief of news service). who 
has the position and the authority. The duties of the 
editor-in-chief within this scope entail a willingness to 
shoulder responsibility and make decisions by fully 
bringing into play his or her intelligence and ability in an 
active and creative manner. Local Party officials must be 
fully understanding and supportive. and not interfere too 
much. With respect to some opinion and sensitive prob- 
lems, the editor-in-chief should request timely clearance or 
direction from the Central Committee or local CPC to 
avoid or cut down losses. Within the news unit, a system of 
graded responsibility from reporter to editor to section 
chief to editor-in-chief must also be perfected.” (From /he 
Proper Direction for a Firm Hold on Public Opinion. p 34, 
Zhongguo Gongren Chubanshe, 1990, Sth edition.) This 
view of principled guidance clearly sets forth the dialec- 
tical relationship between self-control! and externa! control 
in a news unit. In China, the responsibility system by grade 
levels is fairly healthy in most news units where “focal 
drafts” frequently come within purview of the editor- 
in-chief’s responsibility, and reporters and editors can take 
a cue from this to determine their own work responsibili- 
ties within a clear and definite framework. This way. it 1s 
easier to create and craft news reports with care. 


2. The external review system. The examination and 
review of news reports outside the editorial department 
can be quite complicated. The treatment of reports 
containing personal quotes is also a_ responsibility 
problem abroad. where the possibility of public quotes 1s 
generally discussed beforehand with the party making 
the statement (done chiefly to protect against possible 
legal action), but in China, more attention 1s paid to 
political considerations. However, from a legal stand- 
point, this 1s a necessary step. Apart from this, a kind of 
self-censorship on delivered reviews derived from inter- 
views also exists. Actually, this 1s much like making an 
introductory report on conditions. For example. in 
writing a news report on “Communications on the Stock 
Market” in 1992, we had the example of contact with 
Deputy Premier Zhu Rongji who reviewed our article. 
He had called specialists from various departments at 
the People’s Bank, the Committee on Reform of the 
System, and offices of trade and economics to meet with 
us to discuss our article. The result was a clearer policy 
line for the article and an enrichment of content. From 
this discussion, we got the impression that a wise gov- 
ernment leader also considers reporters as imterview 
objects—for he engages in this work in his role as a 
manager of society, and his review comments can pro- 
vide reporters with much material for their articles. 
While some of the content must be adhered to by the 
reporter in his writing, it 1s also background material the 
reporter cannot do without im appraising the overall 
situation at home and abroad. 


3. Post-event damage control (remedial) system. Polit- 
ical self-censorship requires a self-awareness on the part 
of of news organizations and those persons engaged in 
the news business. Under circumstances where the var- 
ious links do not connect, some derailments in commu- 
nicating the message may frequently occur, which pose 
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problems for post-event damage control. Three scenarios 
are most likely. One takes place with “correction,” 
“apology.” and other such damage control measures 
made by by the news unit on its own. Second is repri- 
mand and even punishment of the news unit by the 
leadership organization for its violation of discipline. 
Third 1s legal recourse to deal with excessive acts. Most 
importantly. in the long run, the latter two scenarios are 
indirect measures calling for journalism to “strongly 
enforce self-censorship” by requiring news organizations 
to shore up their self-censorship efforts. 


Il. What is a policy check? That actually means 
political awareness and self-censorship. 


Because many explanations on political self-awareness 
and political censorship have been given, we can con- 
tinue to explain how news reporters and editors carry out 
political self-censorship in practice. Most obvious in this 
situation 1s the check for political soundness in drafted 
report articles. 


A policy check for soundness 1s a figurative expression. 
But the character “guan” [7070] in the expression 
“haguan™ hints at the critical nature of a policy check. 
Practically speaking. the effort needed here enables the 
news report to be in step with policy as stipulated by the 
Party and the state. Because contents of a report may be 
produced by various agencies in the society, it will reflect 
how contributions from some agencies may deviate from 
the course set by the state. A look at reports on many 
Situations in recent years shows the most common ones 
heing those reports where local effort did not, take an 
overall view as set by the central government. During the 
era of reforms. many things have to be tried through 
practice. Some that do not coincide with the state’s goals 
of economic development will depend on the reporter's 
conscious judgment before their errors are found. Once 
such errors are recognized, the reporter's thinking pro- 
cess and conclusions will, on one hand, give the agency 
concerned a reference for policy decision, while on the 
other, a general reticence in the report will express the 
reporter's attitude. 


For example. at some time. several localities banded 
together to form a shareholding company. and some 
reports mentioned that the treasurers from four localities 
supplied the capital for buying the shares. Because of this 
activity. | telephoned related agencies asking for their 
views. The result was that a colleague at the People’s 
Bank of China said the way treasurers took capital for 
investing in stocks was not proper, and suggested that the 
information not be printed. A colleague at the State 
Committee on Reform of the System replied that under 
China's old system, treasurers investing in enterprises 
was common, but according to regulations, it 1s best for 
the treasurers to invest the money under the name of the 
State company. With such comments. a report on the 
establishment of this company 1s best not reported. 


Take another example. In 1992 or some time before that, 
many localities were in competition for designation as 
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special economic development zones. Favorable policy 
announcements had proposed many overly liberal 
“profit concessions” in matters of taxation, review/ 
approval of basic construction items etc. This actually 
was in conflict with unified regulations applicable 
nationwide. Oi course news drafts reporting on such 
content must not continue on to publication. But such 
scenarios still require further consideration on our part. 
What then, is a real market economy? One feature of a 
market economy 1s using society's strength to forecast 
the economy and to reject. 1f necessary. the ever present 
and artificial administrative regulations. 


Take again. the “economic development zone fever” and 
“stock certificate fever” that suddenly appeared in 1992. 
From a practical viewpoint, whether or not these indi- 
cations can be considered products of a market economy 
is worth further study. From the perspective of stock 
certificate growth and economic zone development. they 
all suffer from premature development, that 1s, overly 
much involvement of administrative factors. From a 
historical perspective, China's land mass and the forma- 
tion of enterprise capital assets are gained through rev- 
olution and war. To quote a revolutionary elder— 
exchanged through the frsh blood of hundreds of 
thousands of martyrs. Such wealth obtained through 
political means is the nation’s wealth. Now market 
means are needed to regulate it, and increase its value. 
This is not an economic and political phenomenon seen 
often in the history of mankind. Therefore, a practical 
course of action requires going through difficulties 
before finding any increased wealth. 


Since 1992. situations have appeared in many localities 
where land has been approved and leased to busi- 
nessmen at low cost or for free. With respect to the 
problem of stock certificates. when a large volume of 
stock certificates are issued, they actually convert enter- 
prise capital assets that are owned by all the people into 
holdings tov a few. The problem here in both situations 1s 
a serious invasion of interests belonging to all the people. 
However, without administrative involvement, such 
invasion cannot be realized. Therefore, during this wave 
of overflowing “stock certificate fever” and “economic 
devclopment zone fever” it 1s quite obvious that there 
are many things that do not fit the criteria of a market 
economy. When we consider “stock certificate fever” 
and “economic development zone fever” from this 
angle. we can honestly and vigorously rescind many 
unsuitable reports dealing with stocks and “economic 
development zones.” 


The political capacity of the reporter and the editor may 
be further honed through training at the following levels. 
First, through broadened observation and in-depth 
reporting to understand various political signals, and to 
know by heart. the background of various policies being 
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introduced. The chief channel used most regularly to 
announce a political message is the newspaper which 
requires continual reading before the message is fully 
understood. Available also are volumes on basic policy 
strategies covering law, regulations, systems etc., which 
can be read for further information. Understanding 
policy problems that require explanation from authori- 
ties at a powerful agency is a good process, though it 
needs time and information immersion. 


Secondly, as the political message is not to limit political 
information to a two-dimensional level of under- 
standing, an acute sense of “smell” to sniff out informa- 
tion is needed to probe deeper, to understand policy 
consequences, once a decision is made. That ts, not only 
does one need to know what the policy is, a further 
understanding is needed as to why the policy is the way 
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it is at present. This demands that when we see various 
policies emerging, we cultivate the habit of digging into 
their background for a deeper and fuller understanding 
of their causes and effects, at the same time we add to 
our political experience. 


Thirdly, after a two-dimensional and three-dimensional 
understanding of the political message, and a thorough 
understanding of the situation. the reporter can judge the 
correctness or error, and gain or loss of the policy, and 
thereby raise the level of politics through his self- 
conscious participation in political activities. Once the 
level of politics has been raised, and the reporter's 
political awareness has been strengthened, he can engage 
in journalism work with the most rudimentary profes- 
sional skills. 
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NATIONAL AFFAIRS, POLICY 


State Council Official Views Current Economy 


YICLOS360A Beyine GUANLI SHIJIE 
[MANAGEMENT WORLD] in Chinese No 3, 
24 May 94 pp 1-5 


fArticle by Lu Barfu (7120 4102 3940), deputy director 
of the State Council Development Research Center: “An 
Analysis of Our Current Economic Situation and Our 
Economic-Work Principles” 


[Text] The Party Central Committee recently set forth its 
views on the basic policies and overall plans for Party and 
state work in 1994. They are to be guided by Comrade 
Deng Xiaoping’s theory on butlding socialism with dis- 
tinct Chinese characteristics and the Party's basic line, in 
fully implementing the spirit of the 14th CPC Congress 
and the Third Plenary Session of the 14th CPC Central 
Committee. establishing a socialist market economy 
taster, maintaining the sustained. rapid. and sound 
growth of the national economy. preserving political 
Stability. and promoting overall social progress. Seizing 
opportunities. intensifying reform, opening up wider to 
the outside world. speeding up growth. and preserving 
stability are the overall conditions of Party and state 
work for 1994. with all work having to be subordinate to 
and in the service of these overall conditions. 


The Parts Central Committee’s basic principles and 
overall plans for Party and state work in 1994 are the 
fundamental criteria for all of our work in 1994. They 
are the overall guiding principles set forth by the Central 
Commuttee grounded in a full analysis and summing up 
of all work experiences in 1993 since the Central Com- 
mitice set forth its basic objectives for 1994 economic 
development and economic reform at the National Eco- 
nomic-Work Conference in December 1993. So 
studying. understanding. and implementing well these 
basic policies and overall plans of the Party Central 
Commiutiee are the mission orientation for all of our 
current work. Despite our many affairs, they are our only 
priority. It will be only studying, understanding, and 
implementing well the Central Committee's basic prin- 
ciples and overall plans that will enable us to win overall 
victory in reform. opening. development, and all work in 
1994. to successfully usher in a new era of social and 
political stabslity. 


First, we “d to correctly and objectively analyze 
(hina’s state of economic development in 1993. 


As to the understanding of China’s state of economic 
development in 1993, there has been a difference of 
opinion since 1993, with the debate focused on four 
areas. 


1. Did the Chinese economy “overheat” in 1993? 
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2. Were the macroeconomic regulation and control steps 
taken by the center in 1992 necessary? 


3. Did the center's 16 measures have a positive and valid 
impact? 


4. As China’s current economic activities are still subject 
to certain issues. do we need to continue to consolidate 
and expand our macroeconomic regulation and control 
results? 


Some comrades hold that the Chinese economy did not 
overheat in 1993, some even holding that the Chinese 
economy basically saw no phenomenon of “overheat- 
ing” and in certain aspects even “overcooled.” to the 
point where they question whether the macroeconomic 
regulation and control steps taken by the center in the 
summer of 1993 were even necessary. Others. while 
admitting that the economy overheated 1n the first half 
of 1993. hold that the problems were solved after the 
center took its steps. so that we should relax control, 
easing up overall. stimulating growth, and continuing to 
warm up. 


These two views from different perspectives pose a 
direct challenge to our current macroeconomic policy- 
making. While they have certaimly not become the main- 
stream view, they are still having an impact that might 
threaten the thorough and full implementation of cur- 
rent central macroeconomic policy. so need a principled 
clarification. As to the understanding of China's state of 


_ economic development in 1993. I hold that we need to 


analyze the following four areas. 


1. We need to analyze the state of our economy in 1993 
from an overall and macroeconomic perspective. In 
April and May 1993. I discovered from certain eco- 
nomic-work or academic conferences that | attended 
that comrades from varying perspectives had quite a 
large gap in their understanding of our macroeconomic 
situation. In short, there were roughly four differences of 


perspective: 


A. Contrasting central- to local-sector comrades, central 
comrades perceived our economic temperature as high. 
while local ones perceived 1t as certainly not high. 


B. Comparing macroeconomic- to microeconomic- 
sector comrades, macroeconomic comrades sensed our 
economic temperature as high. while microeconomic 
ones sensed it as certainly not high. 


C. Putting comprehensive-sector comrades up against 
specialized-sector ones. comprehensive comrades were 
more concerned about our economic temperature 
climbing higher. while specialized comrades were cer- 
tainly not too concerned about tt. 


D. In the comparison of comrades dealing with concrete 
enterprise production and operating units to those 
“exploiting loopholes.” comrades dealing with concrete 
enterprise production and operations saw the economy 
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as tight. finding business hard to conduct. while those 
“exploiting loopholes” saw 11 as fine. with business easy 
to conduct. 


While 11 1s normal for comrades from varying perspec- 
tives to understand economic operations differently. the 
above four contrasting views show that those with 
overall and macroeconomic responsibility understand 
things more in line with reality. while the understanding 
of comrades with only local or microeconomic responsi- 
bility is quite far from reality. This means that in 
macroeconomic analysis. considering matters only from 
the perspective of local. microeconomic. or nonessential 
economic activities makes it hard to reach the right 
conclusions. 


When Chinese economic reform 1s changing track from 
our past highly centralized planned economy model to 
one of a socialist market economy where operations are 
characterized mainly by openness. fairness. and impar- 
tuality, it 18 absolutely natural that such varying percep- 
tions and understanding arise. In the market-economys 
model. this 1s also a forceful expression of the need to 
simultaneously utilize the role of economic activities and 
tighter macroeconomic regulation and control. In a 
socialist market economy. macroeconomic policymaking 
is founded not on the partial. but on the whole. not on 
individual economic components. but on the overall 
economy. If we observe macroeconomic work from a 
local or individual perspective. we are likely to reach 
conclusions that are divorced from reality. bungling our 
chance to win the macroeconomic policymaking battle. 
This 1s a matter to be highly avoided in macroeconomic 
policymaking in a market economy. 


2. We need to analyze our state of economic operations 
in light of our actual economic realities in the first half of 
1993. In the first half of 1993. China’s economic vola- 
ulity was sharper. which could be seen as: |. Our real 
estate inflated abruptly. with prices speculated ever 
higher, some even reaching the point where international 
investors shrank back in fear. 2. Our development zones 
expanded unchecked. with land being set aside every- 
where for such “zones.” set aside but not open. and open 
but not developed. putting a lot of good land out of 
cultivation. 3. Our fixed assets investment grew unck- 
ecked. with our investment rate rising sharply month 
after month. topping 70 points for several consecutive 
months. 4. Large amounts of bank credit funds were 
illegally invested mn grey money markets. leaving normal 
credit granting unable to meet planned quotas. 5. The 
regular funding needs of normal production and oper- 
ating enterprises were not properly ensured. with the 
funds at state-set capital interest rates unattainable or in 
short supply. while high-interest grey investments prolif- 
erated everywhere. If we had not promptly curbed and 
adjusted these chaotic phenomena. they would have 
been bound to impact China's fine economic-growth 
momentum, posing a severe threat to our normal pro- 
duction and operating activities. 
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3. We need to correctly understand the necessity for 
macroeconomic regulation and control and its real state 
from the perspective of the basic spirit and point of 
departure of the central macroeconomic regulation and 
control steps. In the summer of 1993. before planning 
and putting its macroeconomic regulation and control 
measures into effect. the center did a lot of investigation 
and study. sending fact-finding groups to all areas to 
investigate and hear views. as well as conducting an 
in-depth macroeconomic analysis in Betjing. At that 
tume. the center's spirit was very clear. holding that «hile 
many serious problems existed. our overal! state of 
economic growth in 1993 was good. Our economy was 
growing briskly. our reform pace was clearly acceler- 
ating. and our degree of opening was continuing to 
expand. all of which were the result of having freed up 
the initiative of all parties. The mainstream economic 
thinking was to seize opportunities and speed up devel- 
opment. So as to our 1993 economic overheating. the 
center adopted a policy of individual treatment based on 
particular circumstances. The center's principles were 
very clear. to adopt a “three-good” method. of good 
guidance, protection. and development. to put our eco- 
nomic activities onto a normal track. and keep our 
economic operations balanced. Our macroeconomic 
policy adopted “‘soft-landing” countermeasures. guiding 
public and cadre initiative toward policy priorities. while 
reducing unchecked expansion to a minimum. The 16 
measures set forth by the center were basically to ensure 
that our economic operations remained normal. creating 
a good climate and conditions. continuing to stimulate 
normal development and proper operations. preserving 
suitable investment growth. and maintaining priority 
construction funds. So while our investment growth 
declined, priority construction funds were well provided. 
agricultural funding needs were ensured. imports of 
foreign capital and technology continued to grow on a 
large scale. and no normal financing was obstructed 


4. We need to correctly understand the need tor real 
regulation and control of our 1993 economic growth from 
the perspective of our 1993 economic-development real- 
ities. All 1993 economic indicators fully show that our 
1993 macroeconomic regulation and control was a posi- 
tive success: 1. Our 1993 GNP grew at a rate of 13 
percent. with our national economy maintaining sus- 
tained and rapid growth, 2. Our rural economy continued 
to grow, with its outputs of grain. edible orl meat. and 
aquatic products all setting records. and our township 
enterprise output value growing at a rate of 47 percent. 3. 
Our financial order began to stabilize. with regular finan- 
cial activities brisk. but chaotic phenomena quickly con- 
trolled: 4. Our investment growth rate slowed. reaching 
47 percent for the year. down from 70 percent for the first 
half to 30 percent for the second. with priority construc- 
tion funds sharply up from 1992. thus ensuring a better 
investment structure: 5. Our financial situation improved 
somewhat. with urban and rural incomes up. and con- 
tinued improved living conditions. 
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5. We also need to objectively understand the unstable 
factors that exrsted in our economic activities, correctly 
comprehending the need for the center to further con- 
solidate and develop its macroeconomic regulation and 
control achievements. to better handle all economic 
work in 1994. The unstable factors that existed in our 
economic activities in 1993 might have caused problems 
for our economic development in 1994 in the following 
six mayor areas: '. Market prices might have gone up too 
much. impacting our economic stability and public secu- 
rity, 2. Our too large ongoing scale of fixed-assets invest- 
ment might have made our economic activities so tight 
that “bottleneck” restraints would have been even more 
glaring. 3. The many production and operating difficul- 
ties faced by some state enterprises could have made 11 
hard for them to improve their economic efficiency and 
very hard for them to convert their operating forces: 4. 
Our 1993 basic currency input was too large. making for 
a too large market money supply. increasing inflationary 
pressures. 5. Our 1993 foreign trade deficit grew. 
impacting our imternational balance of payments. with 
some foreign trade enterprises suffering higher losses and 
operating difficulties after our exchange-rate system was 
reformed, 6. Our tax-revenue reform might have had a 
“time-lag™” effect. adding to the pressure on central 
revenues. and making the situation grim. 


But as to whether these unstable factors that existed in 
our economic activities will become severe problems for 
our 1994 economic development. there are two possibil- 
ities. the keys to which are our macroeconomic policy 
orrentation and its implementation effectiveness. If our 
macroeconomic policy 1s handled well, then we could 
turn their pros into cons. while if it 1s handled incor- 
rectly. then it might create new economic turbulence. 


Our 1994 economic work principles have been brought 
to a consensus and set forth clearly at the national 
economic-work conference. Their overall objectives are 
as set forth in the recent central “20-character™ overall 
plan. with the two priorities of speeding up our pace of 
building a market economy and striving to maintain the 
sustained. rapid. and sound growth of our national 
economy. There are five specific directions: 1. To speed 
up our pace of building a socialist market economy; 2. 
To futher expand our opening up to the outside world; 3. 
To tighten and improve our macroeconomic regulation 
and control, 4. To sharply adjust our economic structure; 
5. To strive to raise our economic efficiency. 


Our particular operating target 1s to achieve the “double- 
nine” target. striving to keep our GNP growth rate at 
about 9 percent and control our inflation rate at 9 
percent or slightly higher. Focused on this “double-nine™ 
goal. we have made corresponding plans in all areas. 
such as fixed assets investment scale, currency issue 
volume. new increased loan quotas, import-export 
volume. and fiscal deficits. 
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In general. according to this plan. 1994 will be a year of 
“maintaining moderate growth” for the Chinese 
economy. As to our 1994 economic growth results. if we 
can achieve a “double-ten™ economic growth goal. or 
GNP growth of 10 percent and inflation at about 10 
percent. that would be the most ideal outcome. If we can 
achieve this state of growth. it will create a better 
economic climate for faster reform progress. 


But from our current perspective. we are going to expe- 
rience quite a lot of difficulties in achieving the above- 
mentioned ideal objective. mainly as follows: 


1. The inertia smpact of our 1993 economic growth 1s 
going to make it hard for our economic growth 1n 1994 to 
make a “full landing” very fast. This includes: Our 1993 
ongoing scale of fixed assets investment was too large. 
making it hard to reach a rational level in 1994; infla- 
tionary tails rose very high which. in addition to new 
price-reform factors. will make it hard to keep our 
inflation rate down: as too much basic currency was put 
into circulation in 1993. the currency multiplier effect 
was released. impacting funds. 


2. We are facing a very heavy economic-reform mission 
in 1994. with major reforms in effect or about to go into 
effect in six key areas: |. Tax-separation fiscal reform. 2. 
New taxation and tax-collection reforms: 3. Monetary 
reform: 4. Foreign exchange and foreign trade reforms, 
5. The center 1s conducting reform pilot projects in a 
modern enterprise system for 100 large and midsize state 
enterprises. with localities also implementing this new 
system in a group of experimental enterprises. 6. 
Housing. wage. and social security reforms. These 
reforms. as to depth, force. or difficulty. are all unprec- 
edented. with their implementation process likely to 
touch off new instability issues: 1. State-revenue loop- 
holes might increase sharply. 2. Some of our normal 
economic order might be undermined. creating new 
volatility. 3. Conflicts between domestic and foreign 
markets might grow. 


3. As the new market-economy system that we are about 
to fully institute 1s a fundamental system conversion. the 
reform is bound to touch off changes in psychological 
expectations. Faced with the process of adapting to new 
economic activities, there wiil be a “period of mindset 
adjustment.” when market stability will suffer, having a 
certain impact on monetary stability. 


4. In China’s economic activities, market and monetary 
functions will increase, with forms of economic activities 
experiencing new changes. meaning that our macrocco- 
nomic regulation and control form must also undergo a 
corresponding change. But as our cadre concepts and 
understandings have not kept pace with our immediate 
economic development needs. this 1s bound to create 
weak macroeconomic regulation and contro! or conflicts 
between regulation and control and anti-regulation and 
control. 


While this phase of system) conversion must be under- 
gone, the crucial task 1s to shorten the transition as much 
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as possible. speeding up the adaptation process. reducing 
its Negative impact to a minimum. and bringing our 
national economic potentials into full play. to release 
latent forces as much as possible. So we need to make full 
ideological and policy preparations. to prevent as much 
as possible the instability that might occur. 


To fully implement the basic principles and overall plans 
set forth by the Party Central Committee for our 1994 
work, the whole Party and our entire nation will have to 
proceed from the overall situation. uniting in struggle to 
achieve this goal. 


1. We Need To Strive To Create a Fine Economic 
Climate 

This year [1994] 1s gorng to be one in which it will be hard 
to drive and control the Chinese economy. So to keep the 
existing instability factors from turning into severe prob- 
lems in our immediate economic activities. we will have 
to do good macroeconomic policymaking in the following 
seven areas. |. We will have to pay strict attention to 
keeping our inflation rate from going too high: 2. We will 
have to strictly control our fixed-assets investment scale 
to keep it from growing too quickly: 3. We will have to 
rigorously control the amount of basic currency put into 
circulation by the central bank. 4. We will have to ease as 
much as possible our spending and receipts balance 
deterioration: 5. We will have to sirive to reduce the 
expansion of our international payments deficit: 6. We 
will have to do all possible to keep some consumer goods 
markets from slymping: 7. We will have to make great 
efforts to adjust our economic structure, conscientiously 
improving enterprise economic efficiency. 


2. We Need To Pay Attention To Forming a More 
Orderly Reform Situation 


Our reform mission in 1994 1s a heavy one. sharp in 
force, high in coordimation and related demands. and 
broad in scope, making 1994 a year of crucial, multibar- 
reled reform. So how to ensure that all reforms are 
implemented in a planned and guided way has become 
the key condition as to whether reform can proceed 
smoothly. This means that we will have to pay attention 
to performing well the following four reform- 
implementation tasks: |. We need to consolidate our 
reform ideology and planning. to prevent each acting im 
their own way, policy proceeding from too many 
mouths. and mutual armpulling: 2. We need to improve 
our reform-implementation coordination. acting in the 
best possible order. and proceeding step by step and 
steadily: 3. In the reform process. as to economic turbu- 
lence that might arise. we need to take remedial steps in 
advance, to ensure that our major plans are implemented 
smoothly and firmly, 4. We need to promptly sum up 
reform-implementation experiences and issues, making 
timely adjustments in our implementation plans. to 
ensure that reform is more in line with real needs and 
contributes better to operating-forces conversion and 
system transformation. 
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3. We Need To Take an Open Stance Nore Suited to 
the New International Climate 


The current imternational situation has undergone new 
changes. with a striving for relaxation. cooperation. 
development and progress being the general aspiration of 
people throughout the world. and giving priorts to 
economics having become a new feature of current 
internatioal relations. Chinas GAT I-reentrs process 1s 
proceeding. with our international economic and tech- 
nical exchanges clearly expanding. increasing our inte- 
gration into international economic activities. But as 
Western great-nation trade protectionism 1s rising. with 
power politics still having a certain momentum. Chinas 
foreign dealings involve not only many favorable factors. 
but also a certain degree of untavorable ones. So we need 
to act in line with the new features of the international 
situation, further expanding our opening. developing 
favorable conditions. and dissolving unfavorable factors. 
to form a fine open stance favorable to domestic reform 
and development. 


1. We need to further expand the degree of openness to 
the outside world of our existing open zones. ficlds. and 
levels. raising our openness level. standardizing our 
operating forces. getting more on track with the outside 
worid. and becoming more competitive. 2) We need to 
choose certain new open “growing points.” taking the 
“catch-up” approach to create a new open fever. partic- 
ularly instituting a new open situation in new industries. 
technologies, and styles; 3. Based on summing up our 
past decade or so of opening experience. we need to 
further improve the foreign-investment climate in 
China, standardizing our management system. setting 
forth investment legal guarantees. and applying as 
quickly as possible at each level foreign-funded enter- 
prise management regulations conforming to interna- 
tional norms, 4. We need to pursue a diversified inter- 
national economic Strategy. broadening our 
international economic and technical intercourse hort- 
7ons, diversifying not only as to choice of country. but 
also as to economic and technical intercourse substance 
and form. taking a longer-range approach. while 
remaining grounded in the present. 


4. We Need To Maintain a More Stable Social and 
Political Order 


Practice has fully proved that for cither reform and 
development or opening up to the outside world. a more 
stable social and political climate ts a prerequisite for 
smooth progress in all work. Of course. our new need for 
stability is for it to occur through steady perfection of our 
democratic political system. not stability for stability’s 
sake. Stability ts in the mmterests of reform. opening. and 
development, through which we require further progress 
and consolidation of our stable social and political order. 
So we need to emphasize the following aspects: |. We 
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need to further reinforce our propaganda and ideological 
work. arming the whole Party with Comrade Deng 
Xiaoping’s theory of building socialism with distinct 
Chinese characteristics, and reaching a consensus on key 
current central policy. We need to display a socialist and 
patriotic spirit, establishing a fine social climate: 2. We 
need to push ahead actively with all socialist democratic 
politics and legal construction. steadily improving 
China's legislative. judicial. and executive systems, and 
forcefully cracking down on all crime and repulsive 
phenomena. to form an auspicious social atmosphere: 3. 
We need to reinforce our new-age united front work, 
conscientiously developing the role of all democratic 
parties and people's political consultative conferences in 
political consultation and democratic oversight. uniting 
with all positive elements. and turning negative elements 
into positive ones: 4. We need to emphasize Party 
building in areas. such as leading bodies. Party ranks. 
and Party ideological style. adapting to new Party mis- 
sions for the new times, and improving leadership style 
and form. We now particularly need to emphasize honest 
government, ensuring it through means. such as system 
establishment and media oversight. This is a major issue 
affecting the Party's fate. the nation’s future. and the 


people’s support or opposition. 


Economic Problems Under Macroeconomic 
Regulation Viewed 

94CE 04824 Beying GUANLI SHIJIE 
[MANAGEMENT WORLD} in Chinese No 2. 
24 Mar 94 pp 77-82 


[Article by Dong Zhong (5516 1813) of the State Statis- 
tical Bureau, Comprehensive Department: “Analysis of 
Several Problems Related to Current Macroeconomic 
Regulation] 


[Text] 1. On China’s Financial Difficulties 


Since 1978, China has made changes in its fiscal policies 
which correspond to reform and opening, implementing 
policies of “expanding rights and releasing profits” and 
“decentralizing contracts.” which give localities and 
enterprises more powers of self-determination. To sup- 
port economic development. keep society stable and 
support reform. the State has increased its construction 
expenditures, subsidy expenditures for pricing and 
enterprise losses. But meanwhile. there appeared huge 
deficits in the financial balance: during the period 1979 
to 1992. the State had a nominal deficit of 131.9 billion 
yuan, and if domestic and overseas debts are added to 
this, the actual deficit amounted to 416.9 billion yuan. 
making it difficult to say that there was no shortage of 
finances. However. the appearance of fiscal problems 
had a deep background and deep-seated reasons: first. 
the appearance and sharpening of fiscal difficulties came 
along with policy decentralization since the implemen- 
tation of reform and opening, thereby causing budgeted 
financial income to shift greatly towards out of budget. 
During this period of 1979 to 1992, the State's financial 
income increased 2.7 times over, while the State’s out of 
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budget capital increased 9 times over. This was equiva- 
lent to an increase in rate financial income from 31.0 
percent at the beginning of reform to 94.8 percent in 
1989. a drop to 86.4 percent in 1990. and a rise back to 
94.8 percent in 1991. Second, financial difficulties came 
along with sharpening the pluralization of the main body 
of profits and the decentralization of the profit mecha- 
nism. which resulted in a massive shift of financial 
‘ncome from the Central Government to local financial 
authorities, which caused the central financial income’s 
proportion of national financial income to drop from 70 
percent in the 1950s, to 60 percent in the 1960s. less than 
50 percent in the 1980s to about only 40 percent in 1992. 
This reduction of the proportion of central financial 
income in the nation has caused a dramatic decrease in 
its ability to regulate and control economic life. to the 
point where its macroadjustment and control ability are 
just too low. Third, this sharpening of financial d:fficul- 
ties also comes with a clearly unreasonable domestic 
distribution of income. thereby bringing down the pro- 
portion of financial income 1 the GDP. and tilting 
income distribution towards individuals. For example. 
the proportion of financial income in the GDP dropped 
to 17.3 percent in 1992 from 31.2 percent of 1978. while 
the GDP proportion of income controlled by individuals 
rose from 49.3 percent to 59.5 percent. 


In recent years, China’s national financial deficit has 
been considerably over budget. exacerbating the finan- 
cial difficulties coexisting with economic development. 
We should give this sufficient attention without 
becoming overly pessimistic about it. 


First of all, looking at it from the standpoint of financial 
and economic relationships, our current financial diffi- 
culties have been accompamied by stable economic 
development: they represent the costs from the State 
using its fiscal adjustment mechanisms to regulate eco- 
nomic growth, and are not something that grew out of an 
economically depressed situation. 


Second, the expansion of national financial deficit 1s the 
result of the State’s short term adjustment. But this was 
not caused by a long term shmnkage. rather it was 
brought on by excessively rapid growth 1n expenditures. 
Looking at the situation of the financial balance :n the 
first eleven months of 1993, income increased 18.3 
percent over the same term last year. which was higher 
than the economic growth rate. while financial expendi- 
tures increased 13.9 percent. which was lower than the 
increase in income, and this brightened the financial 
balance picture. 


Third, the deficit still does not constitute a very high 
proportion of the GDP. while the degree of difficulty has 
by no means reached an uncontrollable condition. At 
present, China's fiscal deficit proportion of the GDP is 
still within the range of 3 percent by Western require- 
ments, and that is lower than the level in some foreign 
developing nations and industrially developed nations. 
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Fourth, looking at the entire social angle, with imple- 
mentation of opening and reform being promoted, the 
major body of economic profits will tend to be pluralized 
while the distribution of social capital will tend to be 
decentralized. On one hand, non-budget capital and the 
proportion of individual income will rise significantly, 
so budget difficulties and non-budgetary comfort will 
coexist; on the other hand, the situation for international 
income and expenditures will be in general normal, and 
financial deficits and a foreign currency surplus will 
coexist. Looking at the overall, comprehensive, com- 
bined fiscal capacity of society, we see that the difficul- 
ties are not at all severe. 


The roots of this situation where economic development 
and financial difficulties exist side-by-side derive chiefly 
from the fact that since the implementation of reform 
and opening, there has been on one hand the accelerated 
development of the non-publicly owned economy, with a 
significant increase in its contribution to economic 
development, and on the other hand, the State has 
granted to those in the non-public sector such preferen- 
tial policies as tax reduction, low taxes, tax waivers, etc., 
so their contributions to the nation’s finances have not 
increased at the same pace as their contributions to 
economic development. Added to this 1s the decline in 
efficiency of the State-owned economy, so the contradic- 
tion between finance and economy has sharpened. In 
addition, an imperfect financial system combined with a 
lack of uniformity in financial rights and operating rights 
have made it difficult to ease the financial difficulty 
contradiction. 


In theory, a comprehensive financial policy in operation 
should significantly affect the scale and growth of eco- 
nomic activities, resource allocation and income distri- 
bution, while the operation of the governmental budget 
should strengthen the stabilizing function of counter- 
inflationary measures and an easing international cycle 
of income and expenditure. Further analysis of China’s 
financial balance and accompanying finances can pro- 
vide valuable information for financial development. 
However, a comprehensive budget balance in limited in 
several ways in calculating the affect on the budget. 
When using the budget balance as an indicator of policy 
tendencies, an important question 1s whether the budget 
balance not only reflects the effect of financial policy on 
the economy, but whether it also reflects the effect of 
economic growth on the budget. Changes in financial 
budget are caused by conscious changes of financial 
policy and by changes in the level of economic activities. 
However, a financial deficit does not mean the budget 
will have an expansionist tendency due to conscious 
treatment by financial policy, and does not mean the 
budget must necessarily be reduced. The principal basis 
for this is that changes in the budget balance component 
will directly affect changes in fiscal policy. For example. 
government investment and consumption expenditures 
will directly increase domestic demand, and government 
imports and exports will shift this demand effect over- 
seas. As an indicator of financial policy's expansive 
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development, financial balance should attempt to make 
gross demand consume all the resources which can be 
supplied, as well as making deficit and surplus or com- 
prehensive balance in financial accounts a precondition 
to economic prosperity. Therefore it is particularly 
important to monitor and study the cyclical effects of the 
fiscal budget. In order to determine the appropriate 
degree of financial policy, the cyclical effect of the 
budget must be compared with the cyclical situation of 
the economy. For example, when the economy is in a 
period of depression, an expansive budget’s cyclical 
effect is viewed as anti-cyclical; when the economy ts in 
boom period, it should be viewed as pro-cyclical. In the 
past few years, China’s final demands have been clearly 
insufficient, so there is no need for excessive concern. In 
the last two years, in order to accelerate economic 
growth and support economic system reform, an appro- 
priate fiscal deficit has also been bearable. 


II. Problems Concerning Current Low Economic 
Efficiency 


Although the economic growth rate in 1993 was not low, 
the problem of economic efficiency is fundamentally 
unchanged. For one thing, enterprises still have wide- 
ranging losses: until the end of November, 1993, losses in 
budgeted State-owned industrial enterprises still ranged 
upwards of 37.3 percent, an increase of 7.2 percent over 
the same period last year; if the effect of potential factors 
is taken into account, the actual loss range will be 
greater, with the enterprises suffering losses rising 20.1 
percent in 1993 over the base of the rise of the previous 
two years; for another, the proportion of capital occu- 
pied by finished products continues to be high. reaching 
162.8 billion yuan by the end of November, an 18.4 
percent expansion. A third reason 1s that the sale profit 
rate, the sale interest and tax rate and the capiial interest 
and tax rate are still at the low level the have been at in 
recent years. Fourth, with the decreased economic 
growth rate, there was a drop in the industrial combined 
economic efficiency rate. Based on statistics from over 
360,000 independent financial status industrial enter- 
prises in town class or higher nationwide, the combined 
industrial economic efficiency index calculated 
according to six indicators of economic efficiency. e.g.. 
industrial product sales rate, capital interest and tax rate, 
cost expenditure interest rate, labor production rate 
(calculated by added value), circulating number of 
flowing capital and industrial added value, etc., during 
the period January to July was 98.67. from January to 
August it was 96.63, and from January to September it 
was 96.34. Compared with the comprehensive economic 
efficiency index of 99.31 for the period January to June, 
it dropped down 0.64, 2.68 and 2.97 percent respec- 
tively. Among these, the industrial capital interest and 
tax rate was 10.92 percent, a decline of 0.56 percent for 
the first half year, while the cost expenditure profit rate 
was 5.97 percent a drop of 0.84 percent, while the 
circulating time of flowing capital dropped down 1.65 
times, a slowdown of 0.11 times. Meanwhile, the decline 
in economic efficiency was widespread: among 29 
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regions throughout the nation (excluding Tibet), 25 
regions suffered an overall decline in industrial effi- 
ciency index for the period January to September as 
compared to the first half of the year. It was still 
declining in October. 


It should be noted that low economic efficiency is a 
Chinese economic problem of long standing. The funda- 
mental reason for this situation is the unreasonable 
economic system and operational system that existed for 
so long. On the one hand, an enterprise cannot live by 
“the superior wins and the inferior loses’—survival of 
the fittest—for it need not worry about bankruptcy, and 
its workers need not worry about unemployment. The 
enterprise will eat out of the State’s big pot while its 
workers eat out of the enterprise’s big pot. This brings to 
the microeconomic unit a lack of internal motivation 
and external pressure to improve efficiency, resource 
allocation is inefficient, which means losing the most 
basic resource allocation and the “‘double efficiency” of 
usage in economic operations. On other hand, society 
lacks a competitive environment due to a twisted price 
system and some unreasonable economic policies, which 
also make it difficult to conduct a just evaluation of 
economic efficiency. Although there have been signifi- 
cant changes in China’s economic system and opera- 
tional system since the implementation of opening and 
reform, it has not made a fundamental change in 
breaking the “two big pots” yet. On the contrary, due to 
the incompleteness of reform, we not only have not 
formed a management system and operating system 
appropriate to a socialist, new, market economy, there 
has actually been a weakening of the reasonable resource 
allocation originally formed. Such abnormal phenomena 
as blind construction, duplicative construction and 
market blockage, etc., are a comprehensive reflection of 
this kind of national planning function weakness. In the 
past one or two years, under the influence of changes in 
the international and domestic environment, in order to 
maintain the stability of society, there has been slow 
progress in regulating the storage structure, plus a not- 
too-scientific macroscopic regulation of forces and direc- 
tions, which made for small changes in the unreasonable 
resource allocation situation, and this has to deter 
improving economic efficiency. 


Therefore, a series of factors which affected China’s low 
economic efficiency involved such aspects as both enter- 
prise market environment and enterprise behavior under 
the current system, the State’s macroscopic policy and 
industrial policy, etc. Although we believe the reasons 
for the declining efficiency of recent years are complex, it 
is actually the result of destruction of the bad aspects of 
the old economic management system under the assault 
of converting into expansion in the “vacuum area”’ of the 
new system. This assault includes: localities and enter- 
prises’ efficiency rigidity after implementing contracts; a 
great deal of intermediate links appearing under the 
dual-price system; an unbalanced mix, with regional 
mixes tending to be the same; uneconomical patterns of 





ECONOMIC 11 


enterprise scale; reform measures lacking the character- 
istics of being whole and long range; frequent economic 
disruptions, etc. 


Ill. Problems Concerned With Regulating the Economic 
Structure 


It is very clear that an imbalance has appeared in China’s 
current structure, and chiefly in the following several 
aspects: 


1. The supply mix is not in the right position. One, 
industrial and agricultural growth have lost balance and 
suitable proportion. The last two years’ high rate of 
industrial growth has made the agricultural phenomenon 
of a “short leg” very outstanding. Two, there is still a 
very prominent internal imbalance in industry. Such 
basic industries as energy and raw materials are obvi- 
ously lagging behind processing industries in develop- 
ment, which leads to the outstanding contradiction 
between supply and demand of basic industnal products, 
and an energy industry which is seriously inappropriate 
to the development of industry as a whole. Three, the 
imbalance in regional economic development has grown 
sharper. After three years’ treatment and regulation. we 
primarily corrected the structural imbalances in some 
industries, and eased the “bottle neck” contradiction a 
bit; but the structural problem still exists, chiefly mani- 
fested as more regulation in the added amount and less 
in the stored amount, production elements are still 
allocated in a very unreasonable way, and the resource 
use rate is not high. With the pace of economic develop- 
ment up, the restricting contradiction of “bottle neck” 
industries has sharpened, seriously deterring domestic 
economic development. 


2. The demand and supply structure is seriously out of 
position. The total amount of consumption tends to be 
too low, and the fixed asset investment requirement 
tends to be too high. In 1993, China’s fixed asset 
investment may be close to 1,200 billion yuan; if we 
subtract the pricing effect, it still will increase more than 
20 percent. That was one of the fastest years since the 
implementation of reform and opening. The investment 
rate was up more than 37 percent for the year, also the 
highest year since the implementation of reform and 
opening. Meanwhile, enterprises’ finished products’ cap- 
ital will maintain a quite high level. Looking at people’s 
consumption demand, the urban areas have a surplus 
purchasing ability, while the rural areas’ consumption 
demand is obviously short. 


3. The distribution trend is obviously unhealthy. Under 
conditions of deviating policies and a distribution 
funnel, the State income proportion of the GDP dropped 
dramatically, and the people’s income rose to a great 
degree; looking at urban-rural mix, with overall income 
increasing, the gap between city and countryside grew 
wider after it had been closing up, with a slowdown in 
the growth rate of rural income. Looking at the people's 
income distribution, we see that while the average 
increase is tending to get stronger, the income gap is 
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getting wider, which seriously affects the masses’ enthu- 
siasm for production. The main reason for this that 
deviations in current distribution policy itself has cre- 
ated unfair distribution and expanded it. 


4. The consumption model is twisted. From the stand- 
point of supply, the fundamental reason is that the 
enterprise production mix is totally illogical, giving 
people poor consumer choices; while some consumer 
demand is suppressed, some of it is overwhelming. From 
the standpoint of demand, it is chiefly that the people’s 
consumption psychology and momentum to consume 
are affected, causing consumption “traps” in housing, 
medical care, etc. In addition, the unbalanced consump- 
tion structure is due to macroscopic consumption pol- 
icy’s loss of conirol and oversight, for example, implied 
consumption policies such as consumer pricing and 
consumer subsidies. 


In 1993, there was some initial progress in regulating the 
economic structure: 


—There were some changes in the internal sectors of 
industry. This was especially the case with the con- 
tinued development of the publicly owned economy 
increasing simultaneously with the accelerated devel- 
opment of the non-publicly owned economy. Its new 
increased production value occupied 23.2 percent of 
the total new increased industrial value, an improve- 
ment of 7.2 percent over last year. Besides this, there 
was definite progress in regulation of the industrial 
production structure. 


—There was some improvement in the investment struc- 
ture. One was that the proportion of service industry 
increased from 36.1 percent the year before 44.5 
percent, an increase of 8.4 percent; the proportion of 
secondary industry declined by 7.8 percent. Another 
was that investment in replacement increased rapidly, 
such investment increasing 58.9 percent over the 
previous year, its rate of increase up 17.7 percent over 
the same period the year before. 


—There was some improvement of in the unbalanced 
urban and rural developmental situation. In 1993, 
while the urban market continued its steady growth, 
the rural market also picked up rather rapidly. Nation- 
wide, the sales of consumer products at the level of 
country and below increased by 18 percent, with 
urban sales increasing 30.1 percent. The consumption 
gap between the cities and the countryside has defi- 
nitely been reduced. 


—There has been further improvement in the loan mix. 
Of the increased quantity of each item of loans from 
banks and credit unions during the first 10 months of 
1993, the rate of flowing capital loans rose from 58.5 
percent in the same period last year to 61.2 percent, an 
increase of 2.7 percent; the rate of fixed asset loans 
rose from 19.4 percent to 20.4 percent, an increase of 
| percent. Regulating the credit structure in this way 
has a positive effect on improving the domestic eco- 
nomic circulation situation. 
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We believe that the unreasonable structure is an impor- 
tant reason for the various economic problems which 
exist currently, and is a deep-seated reason for the 
attraction of other, various economic contradictions. Its 
existence and development cause various contradictions 
and problems in social and economic life to sometimes 
appear and at other times disappear, sometimes tight, 
sometimes loose, showing up in different aspects, but it 
is not the ultimate reason and the fundamental root of 
our economic problems. Because the creation and devel- 
opment of the mix is affected and restricted by economic 
policy either directly or indirectly, under the current 
economic system and operating system, the higher the 
degree of dependence of various macroeconomic total 
quantities, the stronger its structural rigidity 1s, and the 
more difficult it becomes to correct its unreasonable 
Situation. 


IV. Problems Involved With China's Current Inflation 


In 1993, with China’s economy continuing to increase at 
high speed, as the price formation system steps up the 
pace of its transformation, potential inflationary pres- 
sures have accelerated their release, and the market price 
has shown a very strong rising tendency. The current 
inflation has the chief characteristics: 


1. The monthly price increases have obviously been 
excessive. During the period January to August, con- 
sumer prices in China rose 14.2 percent over the same 
period, retail sales prices rose 12.7 percent in China, 
making it clear that we entered a new inflationary 
period. Especially in 1993, the inflationary rate for 
people's cost of living expenses went up every month in 
35 large and medium-sized cities throughout the nation; 
compared to the same term period the year before, it rose 
14.7 percent in January, 15.4 percent in February. 17 
percent in March and April respectively, 19.5 percent in 
May, 21.6 percent in June, 23.3 percent in July, 22.2 
percent in August, 20.7 percent in September, 21.1 
percent in October, and 21.9 percent in November, an 
average rise of 19.3 percent for the period January to 
November (including 16.8 percent in consumer prod- 
ucts, 39 percent in services). At present, China’s infla- 
tionary rate has exceeded the safe critical line of 10 
percent a alarming situation. The inflationary rate for 
1993 was obviously higher than the previous year, and 
also greatly exceeded plan objectives. 


2. From the standpoint of changes in the pricing struc- 
ture, affected by 1992 hikes in the grain purchasing and 
selling price by State and local governments, the imple- 
mentation of price adjustments for such production 
materials as railway freight transport, coal, natural gas, 
etc., relaxing price control restrictions and opening 
prices widely, further expanding the proportion of the 
market adjustment price, etc., of the inflationary rates of 
12.7 and 14.2 percent respectively for 1993°s mart et 
retail sales price and the people’s cost of living, 1.5 and 
2.4 percent respectively were under the affect of the 
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previous year’s price stagnation. The year’s new infla- 
tionary factor (including automatic increases and regu- 
lation of the structure) reached 11.2 and 11.8 percent 
respectively, with the degree of influence reaching 88 
and 83 percent respectively. 


In the regional price change structure, retail sales price 
rises in the countryside have been close to that of the 
city. Comparing January to November with the same 
period last year, retail sales prices went up 12.2 percent 
in rural areas, which is only 1.2 percent lower than the 
urban retail price rate of increase, while during April and 
May, rural retail sales prices went up even more than in 
urban areas. This was due chiefly to the sluggishness of 
the nation’s constantly rising prices for energy, fuel, 
grain and oil in recent years gradually showing up in the 
rural market. 


3. Those commodities pushing price changes are prima- 
rily grain, construction materials, fuel, agricultural pro- 
duction materials and services, etc. (1) Opening up grain 
prices and allowing food prices to rise has also become a 
major factor in the inflation of retail sales prices. (2) 
Prices of agricultural production materials have risen 
dramatically. (3) Prices for services have gone up con- 
tinuously. 


4. The force of price reform and the influence of the 
pricing structure have increased. For example, since the 
beginning of 1993, around the building of the new 
socialism market economy system, the government has 
at one time or another implemented many large and 
important reform measures. At present, grain and edible 
oil prices have been opened up in more than 90 percent 
of the counties (cities) in China, ending several decades’ 
of State price controls on these commodities, and pro- 
viding considerable impetus to establishment of a 
pricing system which is determined by the market. There 
are now only 10 percent of commodity and service prices 
which are directly under State administration. 


Analyzing current price trends, China’s future inflation 
may show an irregular pattern. Its basic trends will be: 
the basic cost of living will continue to show a stable 
increasing tendency; there will be a continual rise in the 
prices of medium and high class products for enhancing 
one’s standard of living; production materials prices will 
fluctuate at a high level; investment products will rise 
and fall; the price of living services will rise to a peak. 
From analysis of historical documents and of what we 
can undertaking at present in various aspects: in China, 
price rises of 4 to 8 percent is low inflation, 9 to 14 
percent is medium inflation, 15 to 18 percent is serious 
inflation, and over 18 percent is galloping inflation. 
Therefore, by 1993 we were already in medium degree 
inflation. In addition, based on initial forecasts and 
calculations, the difference rate between supply and 
demand in 1993 was -7.3 percent, which exceeded the 
2.3 percent normal range, and had the effect on the 
general inflation level as making a stormy sea stormier. 
However, we now have a much stronger material base 





ECONOMIC 13 


and consumer psychology and what we can bear econom- 
ically has grown a great deal stronger. In addition, we do 
not have a situation which came on us all of a sudden. so 
there will not occur panic buying and social unrest 
similar to that which happened in 1988. There are 
several reasons for this: (1) looking at the economic 
development of every nation in the world, inflation 
brought on by shortages of infrastructure and raw mate- 
rials is anormal pheiiomena of a market economy, and is 
a necessary cost for China’s reform to connect with 
international prices; (2) looking at the experience of 
economic system reform in China, in times of rapid 
economic growth, regulation of the pricing structure has 
to cause; (3) people’s income 1s increasing at a rate higher 
than the rate of inflation, with strengthened ability to 
assume economic burdens; (4) with stable politics and 
society, people’s consumer psychology is maturing.: 
Therefore, we should neither panic at the situation of 
ignore it; rather, we should strengthen macroscopic reg- 
ulation, taking appropriate measures to prevent exces- 
sively rapid inflation seriously damaging our society and 
economy. 


V. Problems Regarding the Current Economic System 
and Operation System 


It should be noted that 15 years’ reform has produced 
massive changes in China’s economic system and oper- 
ation system. First of all, the declining proportion of 
State-owned enterprises and collective enterprises and 
the expanding proportion of individual private enter- 
prises brought significant changes to the microbase in 
macroscopic management. For one example. in gross 
production output value, the non-public economy's 
share grew from 0.5 percent in 1980 to 13.9 percent in 
1992, with the gross value of social commodity retail 
sales increasing from 3.9 percent ic: 30.8 percent, so that 
the non-public economy has now risen to 10 percent 
from 2 percent of the GDP. Second. promoting the 
policies of “expanding rights and releasing profits” and 
“eating in a divided pot” has been beneficial to decen- 
tralizing policy, but it has also further strengthened the 
profits of localities, enterprises and individuals, and 
weakened the profits of the State. Speaking of the 
distribution relationship among the three components of 
State, enterprises and people. a significant change has 
taken place: the State’s share of GDP income has fallen, 
while that of civilians has risen too quickly, and enter- 
prises’ income rose slowly. During the period 1978 to 
1993, the final income shares of the GDP for individ- 
uals, enterprises and the State changed from a ratio of 
49.3:19.1:31.6 to 62:23.8:14.2. Third, implementing the 
policy of opening to foreign nations has allowed China to 
absorb foreign capital vigorously. increasing new devel- 
opment opportunities by importing foreign advanced 
technology, by in the meantime also adding new risks. 
For example, the share of gross imports and exports 
through customs improved from 12.8 percent in 1980 to 
37 percent in 1993, and the equivalent share of the 
national foreign debt surplus in the GDP rose from less 
than 10 percent to over 40 percent in recent years. 
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Fourth, the weakness of the guiding plan and implemen- 
tation of the supervising plan made national macro- 
scopic management shift from direct control to largely 
indirect control, as well as gradually perfecting the 
regulating function of economic levers. 


Since Comrade Deng Xiaoping’s speech made during his 
inspection tour of south China, China’s economic 
reforms have taken new steps, with the 14th Party 
Congress of the CCP laying out a plan for establishing 
the socialist market economic system and gradually 
putting it into practice. This was especially so in 1993, 
under conditions of a relatively bright economic envi- 
ronment, with reforms in such areas as pricing and 
foreign trade achieving predicted results. Such price 
reform measures as regulating and releasing coal, elec- 
tricity, oil and grain, etc., played a positive role in 
resolving the trend to lower basic production prices, 
promoting development of fundamental industry and 
reducing the burden of financial subsidies. At present, 
the basic conditions for a market economy have prima- 
rily been established. 


However, the problems regarding China’s economic 
system and operation system are also very clear. One of 
these is the very serious contradiction of unreasonable 
prices. The contradiction of unreasonable industrial 
product parity, internal product parity between industry 
and agriculture, and internal parity between products 
and services are still very outstanding. Pricing discrimi- 
nation has severely restricted basic industries, products 
and service trades, and even making it difficult for some 
to develop. A second problem is having enterprises 
responsible for profits but not for losses. Due to vague 
enterprise property rights and a lack of clarity con- 
cerning responsibilities and duties of enterprise heads, 
our imperfect operation system which takes the contract 
operation system as the dominant factor brought 
“opposing dual regulations” between enterprises and the 
State, so that losses belong to the State while profits are 
owned by the enterprises themselves; this means that the 
State’s financial subsidy for losses grows larger, while 
enterprises’ bankruptcy and competition system have 
not really been established. A third is that a very seri- 
ously unreasonable distribution still exists. As domestic 
income seriously inclined to localities, enterprises and 
individuals, the problem of too low a share of income to 
become more serious, even causing the State to come up 
short of the necessary financial force and material base 
for regulating and controlling. A fourth is that against the 
background of planning functions growing weaker, and 
the market function not really established yet, under a 
situation of various limited vacuums, various sorts of 
economic expansion and the accelerating attacks from 
various functions have weakened our improving eco- 
nomic operation environment, and the macroscopic 
economy cannot get rid of the situation by operating 
while ill. Especially with the development of a socialist 
planned market economy, the shortcomings and short- 
ages in the old economic system and a series of contra- 
dictions and problems caused by it in economic devel- 
opment have become obvious. If the system problem is 
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unresolved, if people cannot bring what they can into 
play, materials cannot be applied fully, structural regu- 
lation and efficiency improvement cannot bring essen- 
tial progress, then the financial difficulties will be just as 
difficult to resolve. To resolve financial difficulties we 
must pay attention to improving the economic efficiency 
of enterprises, while improveinents in economic effi- 
ciency must regulate an unreasonable economic mix, and 
in order to effectively regulate the economic structural 
mix and accelerate the pace of economic system reform. 
Therefore, in the process of promoting the socialist new 
market system, it is only by tightly grasping the key of the 
economic system and its operation system, totally 
reforming such facets of the administrative system as 
planning, finance, investment and consumption, etc., 
and enthusiastically carrying out some deep-seated 
reform measures surrounding the distribution system, 
the residence system, pricing system and enterprise 
system (especially enlivening the State-owned, large and 
medium sized enterprises), etc., can we make essential 
progress in perfecting mix, improving efficiency, 
resolving financial difficulties, controlling inflation and 
accelerating economic development. 


Modern Enterprise System Under Macroeconomic 
Regulation 


94CE0534A Beijing GUANLI SHIJIE 
[MANAGEMENT WORLD] in Chinese No 3, 
24 May 94 pp 94-99 


[Article by Wang Tongsan (3076 0681 0005) of the 
Institute of Quantitative Economics and Technical Eco- 
nomics, CASS: “Operating Modern Enterprise System 
Under Macroeconomic Regulation} 


[Text] 1. Enterprise Reform, Establishment of a Modern 
Enterprise System, and Stable Macroeconomic Develop- 
ment 


Of the many tasks in economic structural reform, the 
“Decision of the CPC Central Committee About Some 
Issues Relating to the Creation of a Socialist Market 
Economy” singles out the transformation of the operating 
mechanism of state enterprises and the establishment of a 
modern enterprise system as the foremost ones. The 
“Decision”’ says, “Establishing a modern enterprise 
system is a requirement inherent in developing socialized 
mass production and creating a market economy. It is the 
direction state enterprise reform in China should follow.” 
It also notes, “Establishing a modern enterprise system is 
a complex arduous task. Accumulate experience, create 
conditions, and push ahead gradually.’ These important 
pronouncements represent a basic principle that would 
guide us in creating a genuine modern enterprise system 
in the years ahead and effectively and diligently coordi- 
nating such a system with macroeconomic development 
and regulation and control. 














JPRS-CAR-94-040 
15 July 1994 


Our practical experiences in the pre-reform and pre-open 
policy days and those afterward prove that the tradi- 
tional planned economic system was incapable of 
boosting productivity to higher levels or producing a 
dynamic vital enterprise operating mechanism. On the 
one hand, the fusion between government administra- 
tion and enterprise management had turned the entire 
country into a mass factory. The government assumed 
responsibilities that it should not and actually could not 
discharge. On the other hand, enterprises became utterly 
dependent on government, even passing on to the latter 
all the consequences of mismanagement. The outcome of 
such an operating mechanism was inefficient enter- 
prises, ineffectual government, and a slow-growing 
economy. The way the enterprises were run was out of 
step with macroeconomic development, which in turn 
led to countless problems. This contradiction was a 
fundamental reason why we must embark on reform and 
introduce an open policy, as well as providing a starting 
point for such reform. But the task has been an uphill 
struggle. Overhauling the enterprise operating mecha- 
nism lies at the heart of reform and the open policy. Only 
by accomplishing the task can we increase social material 
output and accelerate social progress in a fundamental 
way. The reform and open policy that went under way in 
1978 began by cleaning up the peripheral. In a certain 
sense, while we introduced numerous reform measures 
in the late 1970s and 1980's, we were just tiptoeing 
around the enterprise operating mechanism, largely 
refraining from doing anything that would disturb it. As 
a result, although the macroeconomy has grown substan- 
tially starting from a low level, the people’s living stan- 
dards have risen sharply. and the nation’s overall 
strength has been enhanced noticeably, the macroeco- 
nomic cycle has become more frequent and more disrup- 
tive, subjecting social development to unnecessary ups 
and downs and affecting the people’s lives. Its causes? In 
addition to external reasons and policy-related factors, 
we must consider the lag in enterprise reform a major 
underlying cause. 


China has been in a new round of rapid economic growth 
since 1991, its GDP topping 13 percent two years in a 
row, in 1992 and 1993, and projected to reach a high 10 
percent in 1994. This creates favorable conditions for 
the comprehensive reform designed to create a socialist 
market economy that we propose to launch across the 
board in 1994. 


Of the various reforms already introduced or about to be 
launched in 1994, tax reform, foreign exchange and 
foreign trade reform, banking reform, and price reform 
have well-defined objectives. Moreover, it is clear which 
way we should go to achieve those objectives. For 
example, tax reform and foreign exchange reform, now a 
few months old, are doing fine on the whole. There were 
a few glitches, but we managed to come up with the right 
countermeasures promptly to address the problems. We 
have also put together a fairly thorough plan for banking 
reform. All quarters in society take it seriously and 
understand it, and every sign bodes well for its success. 


ECONOMIC 15 


We have accelerated a wealth of experience in price 
reform; the difficulties we may face as we continue to 
deepen reform will not be significantly worse than what 
we have encountered thus far. Our biggest challenge now 
lies in investment reform and enterprise reform. And to 
a large extent the success of investment reform and how 
fast we can make progress there depend on enterprise 
reform. How do we transform the operating mechanism 
of state enterprises and establish a modern enterprise 
system? The objective of this reform has been spelled out 
explicitly in section two of the “Decision of the CPC 
Central Committee About Some Issues Relating to the 
Creation of a Socialist Market Economy.” But the road 
that will take us there is less clearly charted than is true 
in other reforms. A lot of work has yet to be done: it 
promises to be a protracted, arduous task. As other 
reforms go under way in 1994 or shortly thereafter, 
enterprise reform will still be in the stage of “selecting a 
hundred enterprises to carry out pilot projects” in 1994. 
The emphasis is on the following: “Take reality as the 
starting point. Proceed under leadership in an organized 
manner, vigorously but cautiously.” “Work hard to 
create the conditions and lay a solid foundation.” 
“Transform enterprises by type, in batches, and in 
stages.” “Prevent formalism. Avoid the herd instinct.” 
Because it 1s so important—it covers the arena of mate- 
rial production, which is most basic—and so complex— 
it involves numerous existing enterprises with their 
disparate characteristics, enterprise reform has been a 
latecomer in overall coordinated reform. Since enter- 
prise reform imposes special demands on the overall 
macroeconomic environment, its relative tardiness is 
unavoidable. Nevertheless, such tardiness will not only 
prevent other reforms from becoming as effective as they 
should, but will also undermine the stability of macro- 
economic development and the effectiveness of govern- 
ment in macroeconomic regulation and control for the 
duration of the entire transitional period of reform. This 
requires us to create the conditions diligently, push 
ahead with enterprise reform, and overcome as soon as 
possible the biggest barrier blocking the creation of a 
socialist market economy. Moreover, before enterprise 
reform is fully achieved, we must work hard to organi- 
cally coordinate it with the creation of a modern enter- 
prise system, stable macroeconomic development. and 
effective macroeconomic regulation and control so that 
the dual objective will be realized in the transitional 
period of reform. 


2. Demands, Impact of Enterprise Reform and Creation 
of a Modern Enterprise Reform on Macroeconomic 
Environment 


The enterprise is the most basic building block of mac- 
roeconomic production and belongs in the macrocco- 
nomic environment. If we are to carry out enterprise 
reform, establish a modern enterprise reform, and gen- 
uinely transform all sorts of enterprises into independent 
economic entities in the market economy. we must do 
far more than just reforming the internal institutions of 
an enterprise. Instead we must reform all facets of its 
external environment as well. Enterprise reform must be 
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consistent with other reforms. More important, other 
reforms must fall in line with enterprise reform. Other- 
wise, enterprise reform will have trouble moving ahead. 


Given the enterprises’ economic activities, enterprise 
retorm and the establishment of a modern enterprise 
system must be coordinated with investment reform, tax 
reform, banking reform, and foreign trade reform. 
Modern enterprise development requires ample funds. 
In addition to the enterprises’ own accumulation, even 
more important are outside investment dollars from 
every source. For this reason, the existence of an orderly 
and competitive financial market is a prerequisite for 
enterprise development. Only when enterprise reform 
goes hand in hand with investment reform and financial 
reform will enterprises be able to create a real investment 
and development risk mechanism. Only then will enter- 
prises orient themselves to the market and try to work 
and thrive on the market. Tax reform enables enter- 
prises. particularly state enterprises, to achieve genuine 
autonomy in their operations, on the one hand. On the 
other hand. it creates a level playing field for disparate 
enterprises. putting everybody at the same starting point 
and making everybody assume the same obligations and 
responsibilities to the state and to macroeconomic devel- 
opment. Foreign trade reform 1s of decisive significance 
for the drive by modern enterprise to develop an export- 
oriented economy. participate in international economic 
competition. and enhance their own ability to survive 
and develop. As reform and the open policy deepen 
steadily. the only way enterprises can hold their own in 
International competition is to turn themselves into 
bonatide modern enterprises. 


Turning to social environment. enterprise reform and 
the creation of a modern enterprise system need to be 
coordinated with changes in government functions, 
social security reform, and the creation of a labor 
market. If government functions remain unchanged, 
government administration and enterprise management 
will still be fused, limiting the freedom of enterprises to 
develop on their own. Moreover, as long as enterprises 
remain dependent on government. they cannot bring 
forth them vitality. Social security reform is a basic 
requirement of the reform of the enterprise hiring 
system. personnel system, wage system. and bonus 
system. The elimination of such problem-ridden chronic 
maladies as “eating from the big rice pot” and “iron rice 
bow!” require the transfer to society of what used to be 
internal enterprise functions. including employment. 
health care. old-age pension, and even housing. Going 
hand in hand with a social security system 1s the estab- 
lishment of a labor market. which must be compatible 
with the kind of enterprise employment system 
demanded by a market economy. 


The final completion of enterprise reform and the ulti- 
mate establishment of a modern enterprise system will 
create the optimal conditions and provide the most 
practical guarantee for the rapid. sustained, and healthy 
development of the macroeconomy and effective coor- 
dinated macroeconomic regulation and control. In the 
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course of reforming the enterprise and establishing a 
modern enterprise system, the imperfections of the 
enterprise operating mechanism will undermine the 
steady healthy development of the macroeconomy and 
effective successful macroeconomic regulation and con- 
trol in many ways. The impact 1s epitomized by exces- 
sive ups and downs in the economy and inflation. Even 
though we certainly cannot blame these problems on 
enterprises alone, it should be said that any conduct by 
enterprises. building blocks of the macroeconomy, that 1s 
incompatible with the norms of a socialist market 
economy in the course of enterprise reform is an impor- 
tant cause of macroeconomic problems. Below 1s a 
preliminary analysis in the light of the current excessive 
price fluctuations. 


3. The Enterprise Factor in Inflation 


According to pertinent statistics from the State Statis- 
tical Bureau, the nation’s retail price index rose 13 
percent in 1993, while the household living-expenses 
price index increased 14.7 percent. specifically 13.7 
percent in the countryside, 16.1 percent in cities. and 
38.6 percent in 35 large and mid-sized cities. In the same 
year the investment goods price index jumped 27 per- 
cent, industrial goods ex-factory prices 24 percent. agri- 
cultural capital goods retail prices 14.1 percent. and 
agricultural byproducts procurement prices 13.8 percent. 
All price indices have continued their strong upward 
trend since the beginning of 1994. The household living- 
expenses price index in the 35 cities soared 23.3 percent 
in January over the same period a year ago. The month- 
by-month increase was 3.9 percent in January and 4 
percent in February. The situation described above is 
indeed serious, so a major part of the task of keeping the 
national economy growing rapidly and healthily in a 
sustained manner 1s to analyze objectively the factors 
that have caused prices to rise so rapidly, adopt the right 
countermeasures in earnest. and curb any threat of 
pernicious inflation. 


An analysis of the history of economic development in 
nations around the world yields this rule: economic 
growth typically begets price increases. The faster an 
economy grows. the more rapidly prices go up. The 
United States economy expanded steadily between 1979 
and 1989. averaging an annual growth rate of 2.6 percent. 
Meanwhile the inflation rate was 5.1 percent on the 
average each year. The Japanese economy doubled in the 
decade between 1960 and 1970. Its average annual 
growth rate was 10 percent or so while its inflation rate 
averaged 9.6 annually. The Korean economy took off 
between 1967 and 1976. Its average annual growth rate 
was 10.8 percent and its inflation 12.2 percent. These 
three nations all experienced steady or robust economic 
growth in the specified periods. At a time when they were 
enjoying what must be considered economic success. 
their inflation basically kept pace with economic growth. 
Needless to say. there are also some nations and regions 
such as Singapore and Taiwan which experienced fast 
economic growth and relatively low inflation at the same 
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time. Nevertheless, their experience has no general sig- 
nificance either because their economies are on a rela- 
tively small scale or because of unique national factors. 
Then there are countries and regions which typify failure. 
that is, they have slow or negative economic growth 
accompanied by inflation, so-called “stagflation.” 


Between 1979. when it embarked on reform and intro- 
duced the open policy. and 1993, China averaged an 
annual economic growth rate of 9.6 percent with an 
inflation rate of 6.4 percent, essentially consistent with 
and even a tad better than the pattern seen in the United 
States, Japan. and Korea in the three periods mentioned 
above. In 1993, China’s GDP rose 13.4 percent while 
inflation climbed 13 percent. still basically in line with the 
former. Nevertheless, after two consecutive years of 
strong economic growth, we absolutely must not lower our 
guard against inflation. In his “work government report” 
to the second meeting of the Eighth National People’s 
Congress, Premier Li Peng stated outright that controlling 
inflation is an important guarantee of keeping the 
economy growing healthily and rapidly on a long-term 
basis. We should analyze carefully what causes inflation in 
China and how the enterprise factor impacts inflation. 


The long-term causes of price increases are: 


1) Price reform. The purpose of price reform 1s to 
straighten out irrational price ratios. When we raise the 
prices of primary goods and service charges in the 
infrastructure, we are redistributing the profits of prod- 
ucts downstream. Given the strong resistance from 
vested interests. the path of least resistance is to “only 
raise prices. not lower them.” It follows that the overall 
price level is bound to go up. The fact that in China 
government administration and enterprise management 
remain interwoven is one of the causes of the inelasticity 
of vested interests. It also helps explain why in price 
reform prices can only go up, not come down. 


2) Changes in mechanisms and institutions lead to price 
increases. As we negotiate the transitiv.. to a market 
economy, the price formation mechanism is changing, 
price-setting behavior has yet to be regularized, and 
investment reform, financial reform, and fiscal reform 
have yet to be coordinated with one another. The con- 
flicts that arise in the course of institutional change drive 
up prices. As institutions change, the government's deci- 
sion to reduce or abolish price subsidies in the produc- 
tion and circulation arenas is a direct cause of price 
increases. At present a major reason why price determi- 
nation has yet to be regularized is the lag in enterprise 
reform. In setting prices, the enterprise takes into 
account a host of non-market factors, which sometimes 
even edges out the market factor as the primary consid- 
eration. How much of an impact the reduction or aboli- 
tion of price subsidies will have on the overall price level 
will also be determined by how well enterprises are able 
to absorb this change internally and how strongly the 
external society will oppose any move by the enterprises 
to pass on the burden to consumers by raising prices. 
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3) Opening China to the outside world pushes up the 
overall price level. As reform and the open policy 
deepen, China’s economic ties with the rest of the worid 
will become closer and closer. This will cause the price 
level in China to rise in three ways. First. there are 
inconsistencies between China’s price structure, on the 
one hand. and the balanced price structure on the world 
market. on the other. These need to be ironed out in 
stages. Second. China will be more and more susceptible 
to the impact of price fluctuations on the world market. 
Third. exchange rates are in transition from government 
controls to free convertibility. This change will push up 
the overall price level. Chinese enterprises’ self-imposed 
isolation, particularly the failure of some enterprises in 
monopolistic industries to discard their “emperor’s- 
daughter-need-not-worry-about-not-finding-a-husband” 
business philosophy. has done much to prevent a rapid 
integration between domestic prices and balanced prices 
on the international market. As far as the impact on the 
domestic price level is concerned. whether enterprises 
take the initiative to switch over to international market 
prices or passively accept such prices makes a lot of 
difference. For this reason. price movements on the 
international market will have a considerably larger 
impact on the domestic overall price level than was the 
case under the old enterprise system. 


4) Inconsistency between microeconomic enterprise 
behavior and macroeconomic goals. The thrust of enter- 
prise reform 1s to steer the enterprise toward the market 
where it should operate autonomously on its own. As far 
as economic development is concerned, the macroeco- 
nomic objectives of the state and the business objectives 
of enterprises should logically be compatible with one 
another. However, its starting point being the maximi- 
zation of self-interests. the enterprise does not and 
cannot in its behavior give much consideration to the 
adjustment of the macroeconomic structure or the 
restraint of the overall price level. Sometimes tt even 
behaves in a way that runs counter to those objectives. 
There 1s always an urge in the enterprise to increase its 
profits by raising the prices of its products. circum- 
stances permitting. Particularly at a time when the 
macroeconomic regulation and control system has yet to 
be perfected. this kind of illegitimate profit maximiza- 
tion is bound to drive up prices. The creation of a 
modern enterprise system will make the enterprise reg- 
ulate itself internally on its own imitiative. pursuing 
profit maximization legitimately. Before that happens. 
however, enterprises capitalizing on loopholes to maxi- 
mize their profits illegitimately are one of the things that 
cause inflation 1m all society. 


5) Cost-driven inflation. China’s rapid economic growth 
since reform began and the open policy went under way 
has largely been the investment-driven variety. When there 
15 too much investment. the first thing to happen ts that the 
prices of investment goods go up. boosting the capital costs 
of investment, which eventually will be passed along to 
consumer goods in the form of price hikes. Cost-driven 
inflation of this variant is not amenable to control by 
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increasing supply or restraining demand. Excessive invest- 
ment is caused by problems still existent in our investment 
system. “Investment hunger” is widespread in China, and 
enterprises are one of those affected by it. As investors, 
enterprises pay even less attention than local governments, 
which also have “investment hunger,” to macroeconomic 
Structural issues. 


6) Demand-led inflation. In the wake of economic devel- 
opment, investment demand and consumption demand 
often over-expand, thereby widening the gap between 
aggregate supply and aggres \1te demand. At a time when 
the socialist market economy ts not yet firmly in place, in 
particular. demand explosion often exacerbates inflation 
further amid economic overheating and a loss of control 
in the economic order. The enterprise is a major player 
in the economy and society. If enterprises rein in their 
investment and consumption voluntarily, therefore. and 
refuse to give the forces of economic disorder an oppor- 
tunity they can exploit, that would go a long way toward 
easing inflationary pressures. 


7) An excessive money supply causing inflation. In the 
15 years between 1978 and 1993, China’s GDP nomi- 
nally rose 15 percent annually on the average while the 
volume of money in circulation increased 25 percent. In 
other words, while the nominal GDP increased 8.7-fold, 
the money supply expanded 27.7-fold. This yawning gap 
can be explained by an expanding economy’s rising 
demand for money and its growing marketization, but it 
is inevitable that it would drive up prices. Enterprises 
demanding more and more money exerted the most 
upward pressure on the money supply in recent years. 
On the one hand. enterprise deposits have been steadily 
declining relative to total deposits. On the other hand, 
the “triangle of debt” among enterprises and the 
problem of enterprises falling behind in payment have 
not been eliminated despite the record amount of cur- 
rency being pumped into the money supply and at times 
even threaten to get worse. 


8) Budget deficits and the losses suffered by state enter- 
prises have driven up prices. The Chinese government 
accumulated a combined budget deficit of 150 billion 
yuan between 1979 and 1993. Each year the deficit was 
covered by borrowing from banks or printing money, 
which unavoidably has led to inflation. The number of 
money-losing state enterprises has been rising endlessly, 
as has the amount of losses, which has only exacerbated 
the government's fiscal plight. There is no doubt the 
mounting deficits and public debt are a main cause of 
inflation. 


9) Productivity has been rising less rapidly than house- 
hold incomes, leading to inflation. Chinese productivity 
rose 39.8 percent between 1989 and 1992: meanwhile 
per capita urban income soared 47.3 percent. In 1992 
industrial productivity gained 19.8 percent. while urban 
per capita income increased 28 percent. When the gap 
between productivity gain and income growth ts so wide. 
aggregate supply and aggregate demand will inevitably 
be out of balance. pushing up prices. The emergence of 
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this problem has a lot to do with the current distribution 
mechanism of enterprises, particularly state enterprises. 
It shows that wages have not been increasing at the same 
rate as productivity, that instead of trailing productivity, 
they have actually been rising faster. 


Among the above-mentioned causes of price increases. 
some are inherent in reform, in the open policy. and in 
the creation of a socialist market economy. and have 
substantial positive significance. As for the others. we 
will come to understand them better as reform deepens 
Steadily. theoretical analysis becomes more sophisti- 
cated, and practical experience accumulates. Provided 
we intensify macroeconomic regulation and control and 
management, we will be able to find a way to minimize 
their effects. Making the best of the situation, we may 
even turn unfavorable factors into favorable ones and 
put them to use. Through analysis, we realize the impact 
of the current enterprise issue on the various above- 
mentioned causes of inflation and hence the profound 
importance of completing enterprise reform diligently 
and creating a modern enterprise system for curbing 
inflation and ensuring sustained, fast. and healthy eco- 
nomic growth in the future. 


What merits special emphasis here is the fourth factor, 
namely the inconsistency between microeconomic enter- 
prise behavior and macroeconomic goals as a cause of 
price increases. Ours is a socialist country. so the inter- 
ests of the state are basically the same as those of 
enterprises. especially state enterprises. However, since 
they belong at two different levels, macroeconomic and 
microeconomic, they are also inevitably different. How 
do we reconcile the consistency with the disparity 
between enterprise development and macroeconomic 
regulation and control 1s a major topic not only in the 
creation of a socialist market economy but also in the 
establishment of a modern enterprise system. 


4. Economic Soft-Landing and Enterprise Reform 


National economic development in 1993 can be divided 
into three distinctive stages. The period from January 
through June was a time of economic overheating: 
between July and October, correction, regulation. and 
control; and from November to December. the recovery 
phase. The first quarter of 1994 was essentially an 
extension of the third stage in 1993. 


In their “Analyzing and Forecasting China's Economic 
Situation in 1994” (fall 1993 report). the “economic situ- 
ation analysis and forecasting’ group of the Chinese 
Academy of Social Sciences [CASS] and the “macrocco- 
nomic analysis and forecasting” group in the comprehen- 
sive office of the State Statistical Bureau described three 
possible outcomes of economic soft-landing in 1994: 


Ouicome |: Because all regulatory and control measures 
are applied with the right degree of forcefulness. leaders 
and economic management agencies at all levels coup- 
erate closely with one another, and people all over the 
nation are in tune with one another. the overheated 
economy 1s cooled, inflation begins to head downward. 
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and the economic growth rate drops to 10 percent or so. 
This is the desired outcome. And bringing inflation 
under effective control 1s a prerequisite for achieving this 
outcome. 


Outcome 2: Overly-stringent macroeconomic regulation 
and control and excessive retrenchment decelerate the 
economy too rapidly. Result: economic hard-landing. 
Not only does this approach hurt economic growth but it 
also sows the seeds of the next round of overheating. 


Outcome 3: We try to sidestep the contradictions of 
structural adjustment or we stop after some initial suc- 
cess. We fail to make rectification and the establishment 
of a socialist market the ultimate goal of this latest round 
of macroeconomic regulation and control. Faced with 
the pressure from a string of problems caused by eco- 
nomic deceleration. economic reform is stalled and the 
underlying contradictions impeding healthy economic 
development are not properly addressed. Amid a chorus 
of complaints from enterprises and local governments, 
the center has trouble making up tts mind and sticking to 
a set course of action. In its haste to engineer an 
economic recovery, it rushes to loosen credit, ease con- 
trols on the scale of investment, and pump money into 
the money supply. resulting in a premature economic 
rebound. Inflation. barely brought under control, rears 
its ugly head again. 


The report also points out we are entirely capable of 
achieving the first outcome with its bright prospects. 
Judging from the forcefulness with which the measures 
are being carried out at the moment, it is not likely the 
second outcome will materialize in the near future. It is 
the third outcome—premature economic rebound—that 
we must be on guard against. 


The way the economy has been developing in the last few 
months points to the growing danger of the third out- 
come becoming a reality. At the same time, however, the 
first favorable outcome is still within reach if we work at 
it. Based on an empirical analysis of national economic 
development and price increases, we have come up with 
the following general quantified description of the first 
and third outcomes. If the economic growth rate and the 
magnitude of price increases in 1994 remain more or less 
in line with each other, for instance, the GDP increases 
11-12 percent and the national retail price index does 
not exceed 13 percent, then we may say we have basically 
achieved the first objective. If, on the other hand, 
inflation is 5 percentage points higher than the economic 
growth rate. as in 1988 when the national retail price 
index climbed 18.5 percent while the GDP grew 11.3 
percent. then we can conclude the economy has deviated 
from what 1s normal. 


In view of the above criteria, we believe one of the 
focuses of economic work in 1994 1s to strike a balance 
between economic development and controlling price 
increases. It should be a positive balance, not a negative 
one. We must be aware of the fatal effects of overly rapid 
price increases on sustained, rapid, and healthy national 
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economic development. At the same time, we must 
analyze objectively the causes behind inflation in the 
present stage and respond with the right strategies to 
avoid sharp ups and downs in the economy. 


The above analysis also describes the macroeconomic 
environment for the work—enterprise reform and the 
establishment of a modern enterprise system-—we will be 
engaged in this year and for some time to come. Enter- 
prises are the most likely source of pressure that may face 
policy-makers to tighten their grip on the economy, thus 
bringing about the second outcome. Should enterprises 
be short-sighted and fail to actively coordinate their 
actions with the central government's macroeconomic 
regulatory and control measures and take the initiative 
to regulate themselves, what now looms as a threat may 
become a reality. The next thing we know, enterprises 
will be forced along with society to attempt a second 
hard-landing only to slip into a recession. 


Enterprise reform and the establishment of a modern 
enterprise system are arduous and complex reform that 
embraces a broad area. The purpose of this article is to 
analyze the relationship between enterprise reform and 
the macroeconomy in hopes of organically and inti- 
mately integrating the process of enterprise reform with 
macroeconomic development and macroeconomic regu- 
lation and control. This is the only way to make enter- 
prise reform a success and the only way to build a 
modern enterprise system. 


SPC Researchers View Current Market Prices, 
Problems 


94CE0537A Nanchang JIAGE YUEKAN [PRICING 
MONTHLY] in Chinese No 3, 15 Mar 94 pp 13-16 


[Article by Liu Wen (0491 2429) and Zhang Xuhong 
(1728 2485 1347) of Market and Price Regulation and 
Control Department, State Planning Commission: 
“Thoughts on Some Hot Issues Concerning Current 
Market Prices”’] 


[Text] I. How To Appraise the 1993 Market Prices 


China's general retail price level in 1993 is estimated to 
be 13 percent higher than the preceding year, resulting in 
an average 14.5 percent rise in the people's cost of living 
(the rise was 19.5 percent in 35 big and medium-sized 
cities). 


We believe that there were numerous reasons for the big 
retail price hike in 1993. The hike was not only fueled by 
expanding demands. but also attributable to such factors 
as rising costs and the adjustment of the price structure. 
These factors existed simultaneously. were mutually 
affecting. and combined to drive up the prices. From the 
structural analysis, the adjustment of the price structure 
and the increase in costs in recent ycars were dominant 
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reasons for the price hike, while expanding demands 
served as an inducing factor and provided an optimum 
external condition for the exposure of the hidden infla- 
tionary pressure. 


1. Continued progress of the price reform pushed up the 
general price level to a certain extent. In 1993, China's 
price reform continued to advance. Major steps taken 
were as follows: (1) Most provinces, municipalities, and 
autonomous regions decontrolled the purchase and sales 
prices for grain and cooking oil. (2) With the State 
Council's approval, control was lifted over the prices for 
coal under the central distribution plan in East and 
Northeast China as well as the prices for all power- 
generating coal and most washed coal under the central 
distribution plan throughout the nation. The total quan- 
tity of coal affected by this price decontrol was about 200 
million tons. (3) Following the change from the “low to 
high” price for 25.4 million tons of crude oil in 1992, the 
same change was effected for 30 million tons of crude oil 
in 1993. (4) With the State Council's approval, control 
was lifted over the prices of rolled steel products that 
came under the unified distribution plan, except for 
those used for national defense, military industry, agri- 
culture. farmland and irrigation projects, and railway 
construction. (5) In 1993, prices were raised for iron ore 
and manganese ore and for lumber under the unified 
distribution plan. Prices were also raised for centrally 
managed newspapers and periodicals. A _price- 
set-by-agent system was introduced for certain imported 
commodities. In addition, steps were taken in all locali- 
ties to further liberalize the charges for hotels, public 
baths, barber shops, and repair services and to raise the 
level of house rental. Some cities raised their public bus 
fares in urban areas. (6) The state raised the business tax 
rate by 2 percentage points, beginning 1 May 1993. (7) 
Starting | July 1993, the railway freight rate rose by 1.5 
fen per ton-kilometer. 


The adjustment of the price structure induced a certain 
degree of price hike. This was a price that China had to pay 
in the course of reform and development. The price 
structural adjustment had a positive effect on our eco- 
nomic restructuring and on improving our economic effi- 
ciency. It was also conducive to the long-term stability and 
development of our national economy. Hence, it laid a 
good foundation for price stability in the long run. 


2. The pressure of cost-induced price hike accumulated 
over the past years began to take effect. According to 
calculations made by the depariment concerned, the 
increases in disbursement due to the state’s price adjust- 
ments in 1990, 1991, and 1992 were 45, 30, and 40 
billion yuan respectively. For these three years, the 
general price levels for major raw materials. fuel, and 
electric power purchased by enterprises rose at the rates 
of 5.6, 9.1, and 11 percent annually. But, due to eco- 
nomic retrenchment, sluggish market, and failure to 
make timely corresponding price adjustments for fin- 
ished products. the annual increases in ex-factory prices 
of industrial products for these three years were merely 
4.1, 6.2 and 6.8 percent respectively. The main effects of 
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this situation were high production costs coupled with a 
drop in profit or an increase in deficit. This. plus the big 
rise in the financing expense, exchange rate. and 
workers’ wages, resulted in an ever-growing pressure of 
price hike each year caused by the increasing costs. In 
1993. the prices that enterprises had to pay for energy 
and raw materials surged more than 40 percent com- 
pared with the preceding year, while the financing 
expense and exchange rate shot up more than 10 percent 
and 20 percent respectively. For the period of January- 
November 1993. sales costs for products made by indus- 
trial enterprises listed in the state budget was up 26.1 
percent over the corresponding period of the preceding 
year. With the acceleration of our economic growth and 
the widening of the gap between supply and demand. the 
above-mentioned factors inevitably became the major 
forces driving up the prices in 1993. 


3. The deep-seated problems accumulated over the past 
years under the old system gradually found expression in 
the process of changing the system. (1) In recent years. 
China witnessed a sharp increase in its currency 1ssu- 
ance. As of the end of 1992, the accumulated amount of 
currency issued excessively had reached some 90 billion 
yuan. The pressure of inflation caused by the over- 
issuance of currency was 28.6 percent. close to the high 
record registered in 1988. In the first half of 1993. an 
additional excessive amount of currency was issued—the 
amount of currency issued was 55 billion yuan more 
than the corresponding period of the preceding vear. As 
a result, the inflationary pressure began to show effects. 
(2) The nation’s financial situation showed no improve- 
ment. Instead, deficit tended to increase each year. From 
1979 to 1990, the accumulated deficit was as high as 88.4 
billion yuan. During this period, the government finan- 
cial department had to borrow or overdraw 80.1 billion 
yuan from the bank in order to make up for the deficit. 
In 1991, 1992, and 1993. the deficit figures amounted to 
20.27, 23.66, and 20.5 (budgetary figure) billion yuan 
respectively. In essence, the appearance of deficit indi- 
cated that an excessive portion of the national income 
had been allocated for consumption. Though the deficit 
could be remedied by overdrawing or borrowing money 
from the bank or by tssuing bonds. such steps eventually 
led to a price hike. (3) With the deep-seated problems 
such as the irrational structure and system remaiming 
unsolved, enterprises still operated with a low efficiency 
and were quite powerless to absorb the effect of rising 
costs of energy and raw materials. There was a great 
pressure of price hike due to rising production costs. 


4. The excessive scale of investment led to a sharp rise in 
the prices for capital goods. The year 1992 witnessed a 
37.6 percent rise in fixed asset investment over the 
preceding year. In 1993. the total amount of fixed asset 
investment is estimated at 1.15 trillion yuan, a further 
surge of 47 percent compared with 1992. Of this amount. 
investment made by state units was 835 billion yuan, 
surpassing the preceding year's figure by 58 percent and 
making 1993 a record year for such investment since the 
1980's. With imports being limited and commodity 
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prices largely liberalized. the excessive-scale investment 
inevitably triggered a sharp rise in the prices of capital 
goods. According to the supply department’s statistics, 
the price level for capital goods in the first half of 1993 
was 44.7 percent higher than the preceding year’s corre- 
sponding period. 


5. The price hike in 1992 had a considerable lingering 
effect on the prices in 1993. In 1992, China made a big 
stride in the price reform. The annual price adjustment 
program was completed in the first half of that year. In the 
second half of the year. the prices of coal, railway freight 
rates. and telegraph charges were further adjusted. The 
total increase in disbursement caused directly by these 
adjustments exceeded 40 billion yuan. Since most of these 
adjustments were made after April 1992, they had a fairly 
big lingering effect on the prices in 1993. 


According to estimates made by the department con- 
cerned, the effect of the 1993 price reform on the general 
price level was about 2.5 percentage points. The effect 
caused by the adjustment of the business tax rate was 
about 1.2 percentage points. The lingering effect of the 
1992 price reform on the 1993 prices was about two 
percentage points. And the total effect due to expanding 
demands plus high costs accumulated over the previous 
years was estimated at seven percentage points. 


The inflation that appeared in the 1993 economic oper- 
ations showed both similarities and distinctive differ- 
ences when compared with the 1988 inflation. With 
regard to the similarities, both 1988 and 1993 were years 
when China scored a high economic growth. In both 
years, commodity prices showed a tendency to climb at 
an accelerated rate, and the weak basic industry pro- 
duced a conspicuous “bottleneck” effect on the develop- 
ment of the national economy. 


Major differences between the inflation of 1988 and 
1993 were as follows: 


1. As far as the causes for inflation are concerned, the 
1993 inflation was mainly attributable to rising costs and 
the adjustment of the price structure, which resulted in a 
price hike, while the chief reason for the 1988 inflation 
was commodity supply falling short of demand. 
According to estimates, about 45 percent of the 1993 
price hike was due to the state’s adjustment of prices in 
that year and the lingering effect of the price adjustment 
in the preceding year, while about 70 percent of the 1988 
price hike occurred spontaneously in the market. 


2. In terms of supply, in 1988 we had inadequate 
material supply as a basis to stabilize commodity prices. 
In 1993 the situation was better. According to a survey 
by the commercial department, for 90 percent of the 
industrial products in 1993, supply either exceeded 
demand or basically equaled demand. As to agricultural 
and sideline products, staples like grain, cooking oil, 
meat, eggs. poultry. vegetables, and sugar were in abun- 
dant supply. thanks to the successive bumper harvests in 
recent years and the remarkable achievements in devel- 
oping the “vegetable basket” project. This effectively 
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ensured the basic stability of the prices of foods, which 
account for over 50 percent of the people’s consumption. 


3. With respect to the growth of social demand, the year 
1988 witnessed an increase in both investment demands 
and consumer needs. Accordingly, a fairly big rise was 
noted in both the prices of capital goods and the prices of 
consumer goods. In 1993, investment demands grew 
apparently faster than consumer needs, and the result 
was a more noticeable price hike in the investment field 
than in the consumption field. During January- 
September 1993, the prices of capital goods in China 
shot up by about 50 percent, whereas the retail prices 
rose by a mere 12.1 percent. 


4. Now. let us look into the difference in the people's 
consumption structure and the consumer mentality. In 
1988, the Chinese people’s consumption structure was 
simple and their mentality about spending was imma- 
ture. In 1993, their income disposition had undergone a 
drastic change. They increased the part of income put 
aside as savings and used more money for housing and 
for buying stocks and bonds, while putting off some of 
their disbursements that had used to be made immedi- 
ately. In addition, their spending mentality had become 
mature. There was more purchase out of rationality than 
buying to go with the tide, while more and more 
spending was based on sound planning. 


5. A rather remarkable difference is also noted in the 
choice of policy to control inflation and the time the 
policy was put into effect. As far as the effects of the 
inflat .-control policies are concerned, the “double 
tightening policy” adopted in 1988 to deal with financial 
and monetary problems slowed down the economic 
growth to a great extent. It also resulted in the market 
sluggishness and economic downslide of 1989. The 
policy implemented in 1993 was essentially the restruc- 
turing of the economy with financial rectification as a 
starting point. This ensured the normal growth of the 
national economy. As for the choice of policy. in 1988 we 
relied too much on administrative means to control 
inflation and even recalled the price management power 
already delegated to the local authorities. In 1993 the 
principal approach to inflation control was to use eco- 
nomic and legal measures supplemented by administra- 
tive means where necessary. With regard to the timing of 
inflation control, the 1988 “economic improvement and 
rectification” decision was not adopted until September 
that year when the general price level had soared more 
than 25 percent. In 1993, when the general price level 
had gone up by about 12-13 percent in May and June, 
the central authorities immediately made a policy deci- 
sion to rectify the monetary situation and control infla- 
tion. 


If. Reasons for Big Fluctuations in Grain, Oil Markets 
Despite Bumper Harvest 


In 1993 China reaped a bumper harvest. Calculated at 
comparable prices, the total agricultural output showed a 
3.7 percent increase over the preceding year. Output of 
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grain, oilseeds, and meat as well as aquatic production 
hit a record high. Grain production totaled 456.4 billion 
jin, and oilseeds 17.61 million tons, exceeding the 
highest records in the past by 10.2 billion jin and 1.2 
million tons respectively. Despite the bumper harvest, 
big fluctuations in grain and cooking oil prices occurred 
in some parts of the country. How should we explain 
these fluctuations? 


In the first place, the fluctuations in grain and cooking 
oil prices since November 1993 occurred under the 
circumstances where market prices for grain and cooking 
oil had dropped considerably over the previous years 
resulting in a corresponding decline in the farmers’ 
income while the agricultural production cost had shot 
up step by step. Under such circumstances, a moderate 
upturn in prices should be considered reasonable and 
unavoidable. 1) Over the previous years, the market 
prices for grain and cooking oil in China had declined 
steadily and sharply. In 1990, the market prices for grain 
and edible vegetable oil dropped 18.6 percent and 4.8 
percent respectively compared with the preceding year. 
The 1991 prices were 13.6 percent and 4.8 percent lower 
than 1990. In 1992, the prices further dropped 0.3 
percent and 6.1 percent respectively from the 1991 level. 
2) In China, the price scissors between industrial and 
agricultural products showed a steady growing tendency. 
If we compare each year’s record with the preceding 
year’s, we will see that the price scissors between indus- 
trial and agricultural products grew 3.2 percem in 1989, 
7.4 percent 1990, and 5.1 percent in 1991. Since the 
founding of the People’s Republic. we have had eight 
years marked by widening price scissors between indus- 
trial and agricultural products, and the above-cited three 
years had the largest scissors differentials. 3) The 
farmers’ income grew slowly. From 1989 to 1991, their 
income increased only by an average 0.7 percent annu- 
ally. What is more, for some of the grain they sold to the 
government, they could only get IOU’s instead of cash. 
Statistics show that, during the three years from 1990 to 
1992, the urban people's income that could be used for 
living expenses increased 25.1 percent, while the 
farmers’ net income grew by a mere 9.7 percent. As can 
be seen, the former grew over 1.5 times faster than the 
latter. (4) The agricultural production cost kept growing 
for three chief reasons: First, the labor cost for grain 
farming increased with the continued improvement of 
the people's living standard. Second, the material cost 
for grain farming also went up because of the law of 
diminishing returns from land. Third, the soaring prices 
of means of agricultural production increased the cost of 
grain production. According to calculations, during the 
seven years from 1984 to 1990, the per-mu material costs 
for producing the three kinds of grain (wheat, rice. and 
corn) rose by an average 11.8 percent each year. During 
the three years 1990, 1991, and 1992. the annual rise in 
the prices of means of agricultural production was 5.5 
percent, 2.9 percent, and 3.7 percent respectively. In 
contrast, however, the market prices for grain and 
cooking oil kept declining each year during this period. 


JPRS-C AR-94-040 
15 July 1994 


It was due to this macroeconomic background that in 
1993 the purchase prices for agricultural products 
climbed up each quarter at an increasing rate. Compared 
with the same periods of the preceding year. the prices 
rose 5.5 percent in the first quarter of 1993. 10.5 percent 
in the second quarter. and 12.9 percent im the third 
quarter. The average price hike for the first three quar- 
ters was 11.9 percent. For the fourth quarter. the rise was 
even greater. Estimates put the rise for the whole year at 
above |2 percent. 


Secondly, despite our country’s bumper harvest and the 
increase in the total agricultural output in 1993. the 
striking problems of supply-demand imbalance between 
certain regions and for certain species of products stll 
caused a rise in the grain price. Statistics show a consid- 
erable shrinkage of China's rice acreage in 1993. That 
year the total rice acreage was 23.8 million mu less than 
the preceding year. resulting in a reduction of 5.35 billion 
jin, or 11.5 percent. in the output of early mice. Mean- 
while, because of the abnormal weather in 1993. Japan. 
DPRK, and South Korea all suffered a sharp reduction of 
rice output. The Japanese government's announcement 
of its emergency plan of importing | million tons of rice 
drove up the international rice price. The export price of 
rice quoted by Thailand. the greatest rice producer in the 
world, rose 9 percent in mid-October. The futures of 
American rice also climbed 15 percent in November. 
This had some impact on China's rice market. According 
to statistics covering transactions prices in China's grain 
and cooking oil wholesale markets. the average transac- 
tion price for rice rose from 938 yuan per ton in January 
to 1,167 yuan per ton in October. up by as much as 24 4] 
percent. In November. the price rose further to |.186 
yuan per ton. For spring this year. sources say. the market 
will continue to be bullish. 


Thirdly, the sharp rise in the prices of grain and cooking 
oil was caused largely by abnormal factors. It also 
revealed that our work had drawbacks and was inade- 
quate. Since November 1993. the prices of grain. meat. 
vegetables, and grain-related foods have risen too 
quickly and by an excessive margin. In November. the 
grain price nationwide was 28 percent higher than the 
same period of the preceding year and 3 percent more 
than the previous month. In big and medium-sized 
cities, the rise in the grain price was even more striking. 
The price in November was 31.9 percent higher than that 
obtaining a year ago and 3.5 percent above the price in 
the previous month. In November. the pork price in 35 
big and medium-sized cities was up 22 percent over the 
preceding year’s corresponding period and 2.6 percent 
higher than the previous month. It must be pointed out 
that such a big rise within this short period in the prices 
of grain, cooking oil. and related commodities was by no 
means normal. The main factors causing this abnor- 
mality were improper psychological expectations. misin- 
formation in society. and failure to transport supplies on 
time. In particular. the old grain and cooking onl market 
system had been smashed. while the new one had not 
been completely built up. and intermediary businessmen 
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in the circulation of commodities took the opportunity 
to jack up the prices in order to profiteer. This fueled the 
price hike in the grain and cooking oil markets. The price 
fluctuations also revealed the problems stemming from 
the fact that China’s grain management system and work 
force could not meet the needs of the new situation. 
Examples of the problems were the grain enterprises’ 
outstanding accounts receivables, slowness in the trans- 
formation of their operational mechanism, indistinction 
between government admunistration and enterprise 
management, and lack of money to set up a grain risk 
fund. Grain 1s a peculiar commodity whose demand ts 
less flexible but whose supply can fluctuate to a fairly 
great extent. The grain price concerns the national 
economy and the people's livelihood and is related to 
everyone's vital interests. While a moderate upturn of 
the grain and cooking oil prices in 1993 should be 
considered justifiable. the prices rose too quickly in the 
last few months. They even soared beyond the sustain- 
able limit of the broad masses of consumers and, thus, 
triggered a series of social problems. At the same time, 
we should note that excessive fluctuations of the grain 
price will create false market information and may result 
In an improper pattern of agricultural production and a 
“cobweb effect” on the market. In view of this, we must 
expedite the reform of our grain circulation system and 
seize the opportunity to establish an effective, authori- 
tative. and rationally structured macro-regulatory and 
control system. 


Ill. Trend of Development of Market Prices in 1994 


With regard to our macroeconomic policy to deal with 
market prices in 1994. there are three options in the 
main: One is to purely aim at a short-term high economic 
growth and take a laissez-faire attitude toward the price 
issue. This will only sustain the trend of rising prices and 
make the price-hike rate apparently higher than 1993. 
The second option is to carry out an all-round retrench- 
ment macroeconomic policy as we did in 1988 and 1989. 
The result will be a drastic decline in prices, but the 
normal economic growth will suffer seriously, and the 
market will remain sluggish for some considerable time. 
The last option 1s to adopt a soft-landing macroeconomic 
policy, that 1s. to continually strengthen and improve 
macroeconomic regulation and control of the economy. 
While maintaining sustained, quick. and healthy eco- 
nomic development, we will gradually reduce the high 
rate of price hike, stabilize prices. and keep the rise 
within 10 percent. All these three situations are objec- 
tively possible. We should strive to bring about the last 
one. though it 1s very hard to do so. 


Currently. the price problems on the market are still 
quite serious. Chief among them are as follows: 


|. The total social demand ts still very active. Both the 
investment demand and consumer needs are expected to 
grow quickly in 1994. Moreover, the already-expanded 
investment demand in 1993 will have a lingering effect 
on 1994. All these will produce a tremendous force to 
drive up the 1994 market prices. 
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2. As far as the financial and monetary situations are 
concerned. loans extended by banks and the net amount 
of currency put into circulation in 1993 both exceeded to 
a great extent the plan made at the beginning of the year. 
Too much currency circulated on the market can induce 
inflation at any time. Historical experience shows that an 
excessive supply of currency in a certain year not only 
increases the inflationary rate of that year. but also 
affects the inflationary rate of the following year. 
Because of this, when we forecast the inflation of 1994, 
we should take into account the lingering effect of the 
over-issuance of currency in 1993 in addition to the 
amount of currency to be issued in 1994. 


3. Due to the big rise in the energy and raw material 
prices over the past two years, plus the considerable 
increase in the financing expense. exchange rate, and 
workers’ wages, the price-hike pressure caused by rising 
costs is now showing effects. This pressure is firm. In 
1994. it will not wane substantially. nor can it be 
suppressed to any appreciable extent by macroeconomic 
regulation and control. 


4. The agricultural situation ts still not optimistic. Since 
1993, the party Central Committee and the State 
Council have attached great importance to agriculture 
and adopted a host of specific policies and measures to 
protect agricultural production. Despite certain results 
achieved in implementing these policies and measures, 
there still exist some factors affecting the stability of 
agricultural production. Therefore. the agricultural situ- 
ation is still not optimistic. Whether or not the develop- 
ment of agricultural production 1s stable and the supply 
of agricultural produce is abundant 1s a basic material 
factor determining the normality or abnormality of 
market prices. And the 1993 agricultural situation is 
bound to affect the 1994 market prices. 


5. Because of the lingering effect of the over-issuance of 
currency, market prices will still show a big rise even 
though the overheated economy is gradually cooling. In 
terms of the general price level, the 1993 double-digit 
price hike and the 1994 imbalance between the total 
supply and demand will produce a great pressure of price 
hike in 1994. 


While noting the serious price problems, we should see 
that factors conducive to price stability also exist objec- 
tively. These factors find expression mainly in the fol- 
lowing: Firstly, the monetary situation is taking a turn 
for the better; it tends to become stable. Secondly. the 
financial and taxation situation 1s improving. initial 
achievements are noted in increasing revenues and 
retrenching expenditures. And with the reform of the 
financial and taxation system in 1994, our country’s 
finances are expected to improve further. Thirdly, cap- 
ital goods, stock. foreign exchange, and real estate mar- 
kets and development zones are in a better situation than 
before. Fourthly, the fast economic growth has increased 
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the supply of essential products on the market, laying a 
solid material foundation for the basic balance of the 
total supply and demand. Fifthly, the deepening of 
various reforms will gradually and radically solve the 
contradictions and problems left over from the old 
systems and will diverge the excessive purchasing power, 
thus easing and lessening in part the potential infla- 
tionary pressure. We believe that the price trend in the 
future will be dictated mainly by the effort we devote to 
macroeconomic regulation and control. 


Fixed Assets Investment Declines in First Quarter 


94CE0538B Beijing ZHONGGUO XINXI BAO 
in Chinese 22 Apr 94 p 1 


[By correspondent Teng Min (3326 2404) and reporter 
Huang Zhen (7805 4176): “Broadening Regulation and 
Control Over Constructions—Fixed Asset Investments 
in First Quarter Declined °’] 


[Text] Since the start of this year, all localities and all 
sectors have been actively fulfilling the 10-point demand 
set forth in the State Council’s “Circular on Continued 
Strengthening of Macro-Regulation and Control of 
Fixed Asset Investments,” and achievements in that 
respect have indeed been very remarkable. The first 
quarter has shown the welcome tendency of fixed asset 
investments declining considerably throughout the 
country, and overheated economic activities, such as in 
the real estate trade, in developments in the special 
economic zones, and in the construction of luxury villas 
and vacationlands have been successfully curbed. 


Data provided by the Investment Department of the 
State Statistical Bureau show that during the first 
quarter, state-owned units have completed fixed asset 
projects amounting to 81.5 billion yuan of investments. 
This was an increase of 36.2 percent over the same 
period last year, calculated in terms of comparable items, 
but in actual volume it was a decline of 34.5 percentage 
points, compared to the first quarter of last year. The 
volume decline was 39.1 percentage points in capital 
construction investments, 33.1 percentage points in 
investments in replacements and technical renovations, 
and 73.2 percentage points in investments in real estate. 


As to the structural composition of the investments, we 
see that projects completed by the central authorities 
amounted to 26.6 billion yuan of investments, a 29 
percent increase over the same period last year, while 
projects completed by the local authorities amounted to 
41 billion yuan of investments, indicating a decline in 
volume of 48.6 percentage point, thereby initially 
turning around the previous tendency of the last few 
years of rapidly increasing investments by the local 
authorities. 


During the first quarter, there were nationwide 1,411 
less of all newly commenced projects that exceeded 
50,000 cach, compared to the same period of last year. In 
particular newly commenced projects by the local 
authoritics had declined by one-third, compared to the 
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same period last year, and this has also had a certain 
restraining effect on the increase of total investments 
over the entire year and on any expansion in the overall 
scope of constructions in progress. 


Investments continued to favor the tertiary industries. 
During the first quarter, state-owned units of the tertiary 
industries completed projects amounting to 30.5 billion 
yuan, an increase of 41.7 percent and raising their propor- 
tion to 45.1 percent. Investments in the transport, postal 
and telecommunications industries had increased conspic- 
uously, and projects amounting to 15.3 billion yuan had 
been completed with a volume increase that was 10 
percentage points higher than the average nationwide 
volume increase, raising their proportion to 22.7 percent. 


Apart from that, a phase of processing and rectifying 
ended the confused situation in the real estate industry, 
the indiscriminate establishment of special development 
zones and the construction of high-class villas and vaca- 
tionlands. Projects to improve the basic living condi- 
tions of the people, i.e. projects for their “peaceful and 
contented living” were increased. 


Even if it would mean slowing down the pace of economic 
growth, it was pointed out by the relevant agencies that the 
problems of an excessively large scale of fixed assets 
nvestments and of a high and unrelenting inflation pres- 
sure are still conspicuously present. Looking at the way 
investments have been active during the first quarter we 
see that the investment volume by far exceeds the targets 
the state had hoped to achieve through its regulation and 
control, and that the structural composition of the invest- 
ments is not fully rational. Capital for some key construc- 
tion projects is unavailable, which is a problems that 
demands urgent resolution. 


We understand that the proportion of investments for 
infrastructure and key industries has declined. During 
the first quarter, in the investments of state-owned units, 
the primary industries completed projects amounting to 
900 million yuan, a decline of 11 percent compared to 
the corresponding period of last year, and a decline of its 
proportional share from 1.9 to 1.3 percent. Among the 
investments in the secondary industries, the investment 
in the energy industry amounted to 15.6 billion yuan, 
and its proportion declined from 24.1 to 23.1 percent. 
Among the investments in the tertiary industries, 3.1 
billion yuan were used for investments in commercial 
enterprises, the catering trade, in supply and marketing, 
and in the warehouse and storage industry, an increase of 
81 percent, making its volume increase exceed that of all 
other large trades. On the other hand, only 2.02 billion 
yuan were invested in cultural, educational, public 
health, broadcasting, and welfare activities as well as on 
scientific research and overall technical service indus- 
tries, representing a very small increase. 


During the first quarter of this year, the proportion of 
investments shared by replacements and technological 
innovations further declined after a continuous decline 
in the preceding three years, namely from 22.4 percent 
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last year to 21.3 percent this year. Among these, the 
volume increase of investments used for industry was 5.9 
percentage points lower than the nationwide average, 
and the proportion of investments shared declined from 
76.6 to 73.2 percent. 


The shortage of construction capital is very serious. In 
1994, among the sources of investment capital for key 
construction projects scheduled for in the state plan, 
comparatively large increases over last year were to 
occur in domestic loans, use of foreign capital, and 
self-raised capital, but as to actual placement of invest- 
ments during the first quarter, there was only a rapid 
increase in the use of foreign capital, while it was a rather 
dismal situation with the domestic loans and self-raised 
capital. As we understand, Hainan Province has this year 
an annual shortage of almost 5 billion yuan for key 
construction projects scheduled for this year. Guang- 
dong Province has this year a shortage of 3.7 billion yuan 
of capital funds for 33 key construction projects sched- 
uled for this year. Of this sum, 2.14 billion yuan are short 
for such state key projects as the Guangdong section of 
the Beijing-Jiulong Railway, for the Guangzhou- 
Meixian-Shantou line, for the Guangzhou-Zhuhai 
eastern line expressway, and for the ethylene factory 
project at Maoming City. It is reported that the main 
reason for this situation is that the banks have difficul- 
ties making loans due to insufficient funds being made 
available to them. 


To reduce economic turbulence and to create a more 
unrestrained environment for the various reform mea- 
sures that will be initiated, also to lay the foundation for 
economic development in the 1990’s and beyond, the 
relevant authorities have expressed that while the results 
in construction achieved in 1993 are to be consolidated, 
efforts shall be exeried to hold down this year’s total 
social investment in fixed assets to within 1.5 trillion 
yuan, an increase of about 25 percent over last year. To 
ensure an appropriate increase in fixed asset invest- 
ments, they believe the following has to be done in the 
next nine months: continued implementation of the 
spirit of the State Council’s 10-point program to control 
fixed asset investments, strict control of newly com- 
menced projects. strict processing of construction 
projects and lining them up in order of importance and 
urgency. resolutely stopping or delaying projects that do 
not conform with the state’s industrial policy, or for 
which funds cannot be found, or for which the economic 
prognosis is doubtful, and reducing the scale of exces- 
sively large constructions in progress. They also believe 
that it is necessary to ensure a set of important key 
industrial projects, infrastructure projects, and projects 
of the high and new technological industries, so as to 
develop and increase a certain measure of economic 
reserve strength; that it is furthermore necessary to 
powerfully promote investments for replacements and 
technological renovations, so as to gradually resolve the 
production and business difficulties of the state-owned 
large and medium-sized enterprises and the problem of 
their declining economic efficiency. In addition to fur- 
ther perfecting the mechanism for shift in enterprise 
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operations, it is necessary to strengthen investment in 
the technological transformation of enterprises, having 
the enterprises adjust their product mix according to the 
needs of the market, having them increase designs and 
varieties of products, and by allowing market competi- 
tion to see to it that only the fittest survive, gain escape 
from the present predicament. 


Economist Views Improving Industrial Structure 


94CE0538A Beijing JINGJI RIBAO in Chinese 
19 May 94 p 2 


[Article by Qiu Xiaohua (6726 2556 5478), chief econ- 
omist, State Bureau of Statistics, chairman of the Com- 
mission of Experts at the “‘Ka-si-te” (0595 2448 3076) 
Economic Evaluation Center: ‘“‘The Bottleneck 
Obstructing Structural Optimization Must Be Over- 
come”’] 


[Text] During the period from the latter half of last year 
to now, when measures of the Central Committee were 
implemented designed to strengthen macro-regulation 
and control and to deepen reform in matters of finance, 
taxation, banking, and foreign exchange, the national 
economy has passed through a time of great difficulties. 
It was then later about to take a favorable turn, and the 
“Ka-si-te”’ economic index also showed excellent signs in 
that respect, and the overall situation of macroeconomic 
activities is presently most conducive to initiating a 
possible condition of prosperity. However, we must at 
the same time soberly realize the very conspicuous 
problems that presently still exist in China’s economic 
life, such as currency inflation, business difficulties of 
some enterprises, and low economic efficiency. The 
national economy has not yet entered what might be 
called the track of a benign cycle. 


Superficially, the causes and the aggravation of these 
problems can be ascribed, on the one hand, to a delayed 
reaction to the economic overheating and the disturbed 
economic order during the preceding phase, and could 
be considered as merely further expansions of previous 
problems. On the other hand, these problems have arisen 
after relieving the economic overheating and after recti- 
fying the disturbed economic order, and have been 
associated with a temporary weakening of the contradic- 
tion of resource restraints and a temporary less evident 
intensification of the contradiction of market restraints. 
The present problems are the price that had to be paid 
for eliminating the excessive social demand and the 
strong investment-oriented demand. 


A more thorough-going observation shows that the 
reason why these problems time and again trouble us 
must mainly be attributed to the insufficient progress in 
readjusting the economic structure, especially the struc- 
ture of the total available assets and the irrational 
disposition of the social resources. Background to this ts 
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the fact that the economic system and its operational 
mechanisms have essentially not yet completely 
“switched tracks.’’ Especially to blame is also the slow 
progress in the reform of the state-owned enterprises, the 
slow transformation of government functions, and the 
inadequate development of the market system. Because 
of the lack of an adequately rational system, it is difficult 
to make progress in structural readjustment, and this is 
bound to affect the effective use of the social resources. 
The result is a pernicious cycle: economic overheating— 
effective controls—excessive cooling—relaxation— 
overheating. 


If we are to eliminate once and for all of these troubling 
problems and contradictions that exist in China’s eco- 
nomic life, it is therefore necessary not to waste effort 
merely on any relaxing and tightening in the regulation 
and control of quantities of this or that, but the need is 
rather to exert efforts at optimizing the structure. Only 
by getting control as quickly as possible over the problem 
of indiscriminate output by those overproducing enter- 
prises and of overproduced products will it be possible to 
avoid the problem of chain-like interrelated arrearages; 
it would actually also be the effective way of solving the 
present problem of mutual indebtedness between enter- 
prises. Only by reducing the use of resources by unprof- 
itable enterprises will it be possible to concentrate 
strength to support profitable enterprises in their expan- 
sion of production, increasing supplies, and raising the 
effective yield per resources used. Only by reducing 
invalid demands of society will it be possible to ensure 
an essentially balanced overall supply-demand situation 
in society and eliminate the cause for the structure- 
related currency inflation. Only by fully bringing into 
play the productive capacity of the present enterprises 
and by reducing the wastage of newly acquired resources 
will it be possible to provide the necessary motive force 
that will enable an upswing in the economy. We can see 
from these facts that there is no way of bypassing the 
bottleneck obstructing structural optimization. The ear- 
lier the obstacle is overcome and the initiative is taken, 
the earlier will effective results be secured. Delay in 
overcoming the obstacle will amount to passivity, and 
neglecting altogether to overcome the obstacle will make 
it impossible to ever escape from the dilemma. 


Optimization of the structure actually means optimal 
alignment of the key elements of production, it means 
readjustment of the various interests, the need to 
actively create favorable conditions, an overall and com- 
prehensive pursuit of the kind of system engineering that 
is involved here. As far as adjustment of the mechanism 
is concerned, it 1s necessary to give serious attention to 
the effects of the administrative-type adjustments of the 
government, but equally necessary to bring fully into 
play the effects achieved in market economy-related 
adjustments, so as to gradually form a structurally 
optimal inherent mechanism. As far as the form of the 
adjustment is concerned, it 1s necessary to start out from 
an organic integration of the two directions: an adjust- 
ment of the increments in assets and the adjustment of 
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total available assets. This will ensure smooth progress in 
structural optimization and will be most comprehen- 
sively and most effectively change the irrational nature 
of the present structure. As far as the scope of the 
adjustment is concerned, partial adjustments must yield 
to the needs of overall readjustment, to avoid that the 
more adjustments are made the more distorted the 
situation will become, the more adjustments are made 
the more irrational the situation will become. Overall! 
readjustment must also give ample consideration to the 
need for partial adjustments and to the partial interests. 
The crucial point is to well coordinate the three relation- 
ships in the developmental structure of the economy, 
namely between urban and rural regions, between 
coastal and interior regions, and between China and 
foreign parties, so as to gain maximal adjustment results 
at the lowest cost, and to ensure optimization in the 
evolution of the economic structure. 


At present, structural optimization would require: 


First, bringing into play the functions of government 
adjustments of an administrative character. It requires 
doing a good job of preliminary investigating, 
researching, and planning, then to truly line up those 
trades, enterprises, and products that require readjust- 
ment according to different categories and in order of 
importance and urgency, and then formulate in one 
sweep a complete set of remedial measures. This will 
provide the precondition for the adjustment on a mac- 
roeconomic scale. 


Second, selecting the points of key emphasis, effecting 
implementation step by step, lessening shock effects. and 
striving for substantial results. What has to be done most 
urgently is to effectively readjust the textile trade and the 
machinery trade by appropriately reducing ovcrall 
capacity, upgrading quality, and improving the quality 
level of stocks. 


Third, raising the required capital. establishing a sound 
social security system. It may be considered to have state 
withdraw its investments from some areas, so as to 
accumulate a certain amount of funds. selling off some 
smaller state-owned enterprises and thereby increasing 
available capital, reducing input into the production of 
unprofitable enterprises or of unsaleable goods. thereby 
saving a certain amount of capital. initiating a social 
security tax, and thereby accumulating a certain amount 
of funds. These measures will enable the government to 
take on those social functions which it should indeed 
take on, such as unemployment relief for employees and 
workers, old-age insurance, etc. Especially the problem 
of support for overaged employees and workers 1s some- 
thing the government should in the first place take in 
hand, while in the matter of support for young 
employees and workers, the problem should be resolved 
in a comprehensive way and in a method that has the 
government, the enterprises, and the individuals con- 
cerned each bear financial responsibility. 
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Fourth, effective retraining of employees and workers 
who lose their jobs, and thereby appropriately lightening 
the pressures of unemployment. In the course of read- 
justments, a number of employees and workers are 
bound to lose their jobs, and apart from providing them 
with the essentials of life, it is also necessary to effec- 
tively retrain them for other employment, adding to 
their skills and improving their general quality that will 
make them fit for new jobs. Retraining of employees and 
workers must be made a regular task. Those who have 
been retrained and have passed a test may then be 
reemployed, those who are still found unqualified must 
be retrained again and must be provided with the neces- 
Sary economic means. 


Fifth, formulating necessary rules and regulations, 
resolving the economic problems in the transfer of assets 
and in the liquidation of debts of enterprises, preventing 
and eliminating losses of state assets in the course of 
readjustments, and clearing up the problem of finding 
nobody responsible for state debts. 


Sixth, continued deepening of the various aspects of the 
reform, thereby providing the necessary organizational 
preconditions for the structural optimization. While 
further perfecting the undertakings of macroreform, it is 
at the same time necessary to earnestly push on with the 
process of reform in the state-owned enterprises, 
allowing economic regulation by the market to truly 
become fully effective. Structural readjustment and opti- 
mization is inconceivable without motivation by the 
profit mechanism, and there is an increasing need for the 
means emanating from this profit motivation. 


Seventh, maintaining rapid development of the national 
economy, creating more employment opportunities, so 
as to provide an economic and social environment that 
will be even more accommodating for the structural 
reform. 


PROVINCIAL 


Tax Reform Impact on Revenue, Enterprise 
Credits in Henan 


94CE0529A Beijing JINRONG SHIBAO in Chinese 
10 May 94 p 3 


[Report by factfinding group affiliated with the Henan 
branch of the PBC: “The Impact of Tax-Revenue 
Reform on Enterprises, Currency, and Credit”’] 


[Text] On | January 1994, a tax-reform plan focused on 
a tax-sharing system was put into effect throughout 
China. What will be the direct and indirect impact of this 
reform on enterprise fund distribution, regional fund- 
flow change, and currency and credit? 


Since January 1994, Henan Province has focused on the 
full implementation of value-added tax-reform, with cight 
mayor tax categories. State revenue ts practicing a parallel 
dual-track new and old system. By the end of February, 
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provincial revenues had reached 762 million yuan. up 
35.4 percent from the same period in 1993, including 
industrial and commercial tax revenue of 658 million 
yuan, up 44 percent. Revenues grew faster than produc- 
tion and circulation. State bank deposits were up 4.5 
percent from the beginning of the year. 1.77 billion yuan 
more than at the same time in 1993. All loans were down 
0.17 percent from the beginning of the year, with the net 
cash put into circulation up 31.7 percent from the same 
time in 1993. The Revenue Department calculates that 
the number of losing state industrial enterprises had 
grown 30.9 percent, with losses reaching 32.9 percent. up 
1.7 times. Enterprise aftertax retained profits were down 
32.7 percent from the same time in 1993, with overall 
realized profits down 47 percent from the same time in 
1993. While the overall enterprise tax burden for the year 
was estimated to be basically balanced, imbalances 
occurred among industries and enterprises. The annual 
intermediate centralization of materials and sales set off 
monthly taxpayment imbalances. Since the value-added 
tax went into effect. the tax burdens of midsize and small 
enterprises have gone up. The average tax burden 
throughout Henan 1s up 0.51 points for industrial enter- 
prises and 0.84 points for commercial wholesale enter- 
prises, but down slightly for commercial retail enterprises. 


In short, the tax reform has rationalized the distribution 
relations between the state and enterprises and between 
the center and localities, contributing to the soundness of 
our socialist market economy. to ensure the balanced 
and healthy growth of our economy. 


The tax reform has changed our enterprise fund- 
distribution order. Since we instituted our new flow-tax 
system, some enterprise tax burdens have gone up. with 
enterprise self-accumulation capacity down, further 
expanding in-debt operations, and making the demand 
for bank loans and direct public [social, probably actu- 
ally private] financing more urgent. According to the 
value-added tax calculation method. tax burdens are 
heavier to varying degrees for enterprises, such as those 
that cannot obtain special invoice deductions for 
income-tax payments, those with higher taxpayment 
rates since product taxes were changed to value-added 
taxes, those with high ratios of transportation expenses 
and costs, and those that purchase mostly farm and 
sideline products. Under the new tax system, the value- 
added taxes, urban-construction taxes. and education 
surcharges of Henan’s state textile enterprises have 
reached 123 million yuan, up 2.95 times from their 42 
million yuan for the same time in 1993. for an average 
tax burden of 9.93 percent, 5.68 points higher than at the 
same time in 1993, up an average of 33.6 percent. For 
cotton textile enterprises in particular, tax burdens are 
averaging 15-17 percent. with the whole industry sus- 
taining losses, reaching a high of 17.55 millon yuan. up 
3.64 times from the same period in 1993. Cotton textile 
enterprises throughout Henan paid over 28 million vuan 
more in taxes due to the higher tax burden, with the 
change of the former |3-percent cotton income-tax rate 
to 17 percent giving them a 4-point higher tax burden. or 
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150 million yuan in additional taxes. At the end of 1993, 
the Xinyang Beer Brewery had fixed assets with an 
original value of 88 million yuan and a net value of 75 
million yuan, self-owned funds of only 900,000 yuan, 
fixed-assets loans of 70 million yuan, working-capital 
loans of 34 million yuan, an annual output of 49,700 
tons of beer and 9,000 tons of malt, tax payments of 10.6 
million yuan, and aftertax profits of only 130,000 yuan. 
Since the value-added tax went into effect in 1994, the 
beer tax 1s up an average of 150 yuan a ton, giving it 
value-added tax payments of 22 million yuan, up 7.5 
million yuan, with its payment of 220 yuan per ton of 
beer in consumption taxes giving it consumption-tax 
payments of 10.93 million yuan. If it had not raised its 
selling prices, it would have been unable to survive. 
Since fixed-asset-loan interest was included in costs, the 
brewery’s 8.5 million yuan in interest 1s included in 
costs, pushing up the price of a bottle of beer 20 fen, or 
13.3 percent of the offering price for each bottle of beer. 
In 1994, the enterprise purchasing-price index for raw 
materials. fuel, and power is up 30 percent, pushing up 
the factory price per bottle of beer 45 percent to 1.50 
yuan. This enterprise is unable to repay its working- 
capital loans, with repayment of its fixed-assets loan 
capital dependent on 14-17 years of depreciation. 


In the taxpayment link, we are seeing a phenomonon of 
borrowing to pay taxes. Value-added taxpayments are 
characterized by obtained sales-turnover proof, settle- 
ment through collection contracting, commissioned pay- 
ment procedures. and agreed installment payment dates. 
Income taxes are collected in advance, with supplemen- 
tary payments or refunds in April of the following year. 
For tax deductions on raw materials bought by enter- 
prises before the end of 1993 and other deductions, we 
adopt the method of first collecting and then refunding. 
These provisions mean that before enterprises truely 
earn sales income or realize profits, they must first pay 
taxes, using working capital to pay taxes. So while 
enterprises have high debts, with a poor credit climate 
and severe debt arrears, they are forced to borrow to pay 
taxes, exacerbating their production and operating fund 
shortages, and giving them a heavier interest burden. 
While the Xuchang Relay Plant has issued 60 million 
yuan more in new commodities in 1994, it has had to 
borrow 10.2 million yuan to pay taxes. The 1,942 state 
industrial enterprises throughout Henan have issued 
products worth an average of about 2.5 billion yuan 
each. While some large and midsize key enterprises issue 
lump-sum commodities worth more than 100 million 
yuan, sales returns average from two to more than three 
months, some even as long as a year or more. This 
annual intermediate centralization of purchases and 
sales makes taxpayments uneven, some are too high and 
others are too low, causing borrowing to pay taxes, 
making a sham of revenue collections, and leaving some 
credit funds unable to play a genuine role in production 
and circulation. 


The centralization of tax authority, with less enterprise 
tax-exemption preferences, has thwarted technological- 
upgrading projects, prolonging the recoupment period 
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for bank technological-upgrading loans. Both banks and 
enterprises are less willing to invest in technological 
upgrading. In the four localities and prefectures of 
Xuchang, Zhumadian, Xinyang, and Puyang, before 
1993 the local governments supported the technological 
upgrading of key enterprises, granting tax-reduction 
preferences worth 100 million yuan. But since tax 
authority was centralized, prefectural and municipal 
governments have no tax-reduciion or -exemption 
authority, leaving enterprises to borrow the resulting 
shortages from banks, and with no fund sources to repay 
loans from formerly planned tax reductions and exemp- 
tions. Since fixed-asset-loan interest was included in 
costs. enterprises are subject to duplicate value-added 
tax payments, raising their costs, lowering their aftertax 
profits, and prolonging their fixed-asset-loan repayment 
periods. The Sino-ltalian Chemical Fiber Limited- 
Liability Co in Zhumadian Prefecture issued to the 
public 14 million yuan in three-year enterprise bonds at 
14 percent annual interest. In three years, it should have 
repaid capital with interest amounting to 19.88 million 
yuan. It originally planned on 2.5 million yuan in tax 
exemptions, plus depreciation and sales profits, to clear 
the debt in three years and six months. But as its product 
prices fell, its tax-exempt policy was not continued, and 
its tax burden changed, it actually took six years to repay 
the liability. During this period. 1t borrowed 12 million 
yuan more from the bank, with a discount of 4.5 million 
yuan, to pay its public debts and maintain its business 
reputation. Its newly added loan interest far exceeded its 
former tax exemption. This also caused the Xuchang 
Citric Acid Factory to extend its technological-upgrading 
loan-repayment period to 20 vears. 


The tax reform has pushed overall prices up, increasing 
enterprise money-supply demand. The new financial and 
tax systems are generally pushing overall prices up 
somewhat. First, the inclusion in costs of fixed- 
assets-loan interest is pushing overall prices up a certain 
amount. Based on a projection of the fixed-assets loans 
and business costs of the 1.996 state industrial enter- 
prises throughout Henan, including loan interest in costs 
will push costs up about 3 percent. But as the propor- 
tional gap between loans and costs for various enter- 
prises is very high, its impact on particular product 
prices will vary sharply. Particularly for enterprises com- 
pletely dependent on loans and industries with high 
input and low output, prices will rise even more sharply. 
For the Xinyang Brewery. this price-rise factor will make 
up 40 percent of its new higher prices. While product 
prices will not fall for enterprises with lower tax burdens, 
those with higher tax burdens, to maintain their relative 
enterprise profits, are bound to raise their product selling 
prices. In the value-added tax reform, some enterprises 
will pay an additional |7-percent value-added tax on top 
of their former base; others required to use special 
invoices with set goods prices will not use the lower 
special-invoice prices, all of which will add fuel to the 
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flames of capital-goods price rises in 1994. Capital-goods 
price rises are bound to push up final consumer prices, 
raising production and operating costs, increasing public 
money-supply demand, and putting stronger demand on 
bank credit funds. 


In short, we hold that while the reform plan focused on 
tighter macroeconomic regulation and control is a policy 
measure to resolve general conflicts, we also need related 
measures to better resolve particular conflicts. Conflicts 
that accumulated for years under the old system will 
need years to gradually resolve. We now need to pay full 
attention to the problem of revenues that are growing too 
quickly, while enterprises experience fund-circulation 
difficulties, with expanding losses and lower self- 
accumulation capacity. We need to resolve the matter of 
some enterprises having heavier real tax burdens, with 
imbalanced development in backward and poverty- 
stricken areas. We need to pay attention to harmonizing 
the overall balance between finance and credit. We need 
to prevent several situations that would cause difficulties 
controlling inflation. On the macroeconomic front, we 
need to prevent an increase in central revenues while 
lowering deficits. [sentence as published] On the micro- 
economic front we need to prevent a run on banks by 
local financial circles by expanding credit and increasing 
the money supply. Banks need to pay attention to the 
growing trend of slower fixed-asset loan turnover. 


FINANCE, BANKING 


Official on Foreign Enterprise Tax Reform, 
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[Article by Xu Shanda (6079 0810 6671), Director of the 
State Administration of Taxation’s Tax Reform Depart- 
ment: ‘‘Foreign-Enterprise Income-Tax Reform and 
Future Tax-Reform Ideas’’] 


[Text] I. Foreign-Enterprise Income-Tax Reform 


1. The Principles of Our New Foreign-Enterprise 
Income-Tax Legislation 


Our new foreign-enterprise income tax was established 
in the early 1990s and went into effect on | July 1991. 
The last decade of the 20th century is an exceptionally 
crucial one for China as far as economic vitalization 
and social development are concerned. Pushing for- 
ward persistently and actively with opening up to the 
outside world, continuing to adopt diversified forms of 
attracting foreign investment, and actively developing 
and expanding foreign economic and technical cooper- 
ation and exchange, are our key missions for this 
decade. Under these new economic-development con- 
ditions, defending our national rights and interests, 
providing service to our opening up to the outside 
world, and respecting international taxation practice, 
are China’s foreign tax-establishment aims, as well as 
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the guiding principles that we followed in drawing up 
this new tax legislation. Our objective in improving our 
foreign tax legislation was to better adapt to and speed 
up the development of our opening up to the outside 
world. In detail, our new foreign-funded enterprise 
income tax law implements and reflects the following 
three basic principles: 


1. It contributes to our opening up io the outside world. 
improving our investment climate and promoting for- 
eign economic and technical cooperation development. 
Our tax reform also unconditionally serves our basic 
policy of opening up to the outside world. 


2. Grounded in defending our national rights and interests, 
it enables our preferential tax measures to better guide 
foreign-investment orientation in line with China's indus- 
trial policy and investment-incentive priorities. China’s 
foreign income tax system has always followed the princi- 
ples of low tax rates, broad preferences. and simplified 
procedures. But as we practiced a universally perferential 
system, our preferential tax measures were unable to fully 
perform a macroeconomic regulation and contro! func- 
tion, lacking the regulatory impact of taxes as economic 
leverage. So our new foreign enterprise income tax law 
practices a policy of tax preferences varying by industry. to 
guide foreign-investment orientation. and optinuze 
China’s industrial structure. 


3. It proceeds from international realities, drawing on 
certain valuable international taxation methods. to com- 
bine tax-law continuity, stability, and applicability. 


Our newly formulated tax law 1s based on the principle of 
neither adding to tax burdens or reducing tax preter- 
ences, retaining all effective and widely accepted articles 
in our former tax law. Meanwhile, based on a decade of 
practical experience and drawing on general interna- 
tional methods, it rationally adjusts and supplements in 
line with the spirit of an improved tax system. It mainly 
makes the necessary adjustments in line with our indus- 
trial policy of our former fixed-term tax-reduction and 
exemption provisions that were applicable only to jornt- 
venture enterprises, expanding their applicability to all 
production by foreign-funded enterprises. as well as 
listing in tax-law articles certain key tax reductions and 
exemptions and low-tax preferential provisions that 
were made in recent years through administrative legis- 
lation. This not only preserves the continuity and sta- 
bility of our tax law. but also better reflects China's 
investment-incentive principles and policies, increasing 
our tax-law applicability. 


2. The Major Substance of Our New Foreign-Enterprise 
Income-Tax Law 


The “Foreign-Funded Enterprise and Foreign-Enterprise 
Income-Tax Law” contains 30 articles. mainly in areas, 
such as taxpayers, taxation targets. tax rates. tax reduc- 
tions and exemptions. reinvestment preferences, loss 
compensation, tax credits, and collection-management 
methods. 
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A. Taxpayer Provisions 


Those obligated to pay foreign-funded enterprise and 
foreign-enterprise income taxes are: Sino-foreign joint 
ventures; Sino-foreign contractual joint ventures; wholly 
foreign-owned enterprises; foreign companies, enter- 
prises, and other business organizations with agencies 
and premises in China engaged in production and oper- 
ation; foreign companies, enterprises, and other business 
organizations with no agencies or premises in China but 
income originating in China, such as dividends, interest, 
rents, and royalties. All of these first three categories are 
enterprises run by foreign firms on Chinese territory, 
generally designated as foreign-funded enterprises in 
administrative legislation; both of the last two are in the 
category of foreign firms with income originating in 
China, with the taxpayers being foreign enterprises. So 
China uses “foreign-funded enterprises and foreign 
enterprises” as a generalization for our new foreign- 
income-tax taxpayers. 


B. Taxation-Target Provisions 


The income-tax taxation targets for foreign-funded 
enterprises and foreign enterprises are the production, 
operating, and other income of foreign-funded enter- 
prises and foreign enterprises on Chinese territory. 


China operates on the tax-jurisdiction principle of resident 
tax jurisdiction combined with income-source tax jurisdic- 
tion. This principle conforms to the customary practice of 
most countries. As to the resident tax jurisdiction for 
foreign-funded enterprises, our determination of the resi- 
dent-company standard adopts that of the location of the 
corporate headquarters. So Article 3 of China’s “Foreign- 
Funded Enterprises and Foreign-Enterprise Income-Tax 
Law” provides that: “Foreign-funded enterprises with 
headquarters on Chinese territory pay income taxes on 
income originating both in China and abroad.” Foreign- 
funded enterprises are fully and unconditionally obligated 
to pay taxes; the standard that we use for foreign enter- 
prises is tax jurisdiction based on income source, with 
limited taxpayment obligation only for income originating 
on Chinese territory, but no tax collection on income 
Originating outside of China. 


C. Tax-Rate Provisions 


Tax rates are the key tax-law issue, with the first choice 
faced being that between a flat tax rate or a progressive tax 
rate for excess income. We considered that a flat tax rate is 
simple and clear. highly transparent, and contributes to 
investor operating efficiency when conducting feasibility 
analyses and investment projections. It also prevents tax- 
rate grades from climbing or falling due to price and 
exchange-rate fluctuations. And as international corporate 
taxes generally use the flat tax rate, we adopted it too. Then 
as to the matter of high or low tax rates. we considered that 
international corporate income taxes are generally between 
20 percent and 50 percent, as well as China’s realities, so 
that our new tax law provides that: “Based on taxable 
income, the tax rate is 30 percent, with local income taxes 
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on taxable income at a rate of 3 percent.”’ This gives us a 
combined tax rate of 33 percent. 


D. Tax-Preference Provisions 


The tax preferences in our new tax law differ sharply 
from those in our old one. While preserving our foreign- 
tax-policy continuity and stability, we also paid atten- 
tion to China’s industrial policy, so that our new tax-law 
preferences apply only to production enterprises, to help 
to guide foreign-investment orientation. In tax prefer- 
ences, we also considered regional differences, insti- 
tuting graded regional tax preferences. Our specific pref- 
erential measures take three basic forms: 


a. Fixed-Term Tax-Reduction and Exemption 
Preferences 


Our new tax law provides that: “‘Production-type for- 
eign-funded enterprises with operating periods of more 
than 10 years, starting in the year that they begin to earn 
profits, are exempt from enterprise income taxes for the 
first and second years, with their enterprise income taxes 
reduced by one-half from years three through five, but 
the State Council will make other provisions for 
resource-extraction projects in fields, such as oil, natural 
gas, rare metals, and precious metals.” 


To maintain tax-preference continuity and stability, the 
same article goes on to provide that: “Provisions pro- 
mulgated by the State Council prior to this law taking 
effect, granting longer periods of preferential treatment 
in enterprise-income-tax exemptions and reductions for 
energy, transportation, ports. docks, and other key pro- 
duction projects than provided above, or granting pref- 
erential treatment in enterprise-income-tax exemptions 
and reductions for key non-production projects, will 
continue in force after this law takes effect.” 


For particular industries and regions. we provide even 
more preferential treatment. Our new tax law provides 
that: “Foreign-funded enterprises engaged in farming, 
forestry, and livestock raising and those in economically 
undeveloped remote border regions, after their periods 
of tax exemption and reduction provided by the above 
two articles expire, can apply for approval by the State 
Council department in charge of taxation for a continued 
15-30 percent reduction of enterprise income taxes for 
the next 10 years.” 


b. Low Tax-Rate Preferences 


Based on various differing conditions, our new tax law 
provides several lower preferential tax rates: 


Foreign-funded enterprises in SEZs, those with agencies 
and premises in SEZs engaged in production and opera- 
tion, and those engaged in production in economic and 
technical development zones [ETDZs]. enjoy a reduced 
15-percent tax rate for payment of enterprise income taxes. 


Foreign-funded enterprises in old urban districts where 
coastal economic open zones, SEZs, and ETDZs are 
located or other zones designated by the State Council, 
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engaged in energy, transportation, port, dock, or other 
state-encouraged projects, enjoy a reduced 15-percent 
tax rate for payment of enterprise income taxes, with 
specific regulations set by the State Council. 


Production-type foreign-funded enterprises in old urban 
districts where coastal economic zones, SEZs, and 
ETDZs are located enjoy a reduced 24-percent tax rate 
for payment of enterprise income taxes. 


c. Tax-Rebate Preferences 


To encourage foreign firms to expand their investments 
in China, Article 10 of our new tax law makes corre- 
spondingly preferential provisions: “Foreign investors in 
foreign-funded enterprises who directly reinvest in the 
enterprise profits earned from the enterprise, adding to 
registered capital, or setting up other foreign-funded 
enterprises as Capital investment, with operating periods 
of not less than five years, upon investor application, and 
with tax department approval, will be refunded 40 
percent of the income taxes paid on the reinvested 
portion, with the State Council making other preferential 
provisions, to be handled according to State Council 
provisions.” 


E. Foreign-Enterprise Nonoperating-Income Provisions 


Nonoperating income refers to income other than taxpayer 
operating income, with Article 19 of our new tax law 
providing that: “Foreign enterprises without agencies or 
premises on Chinese territory but with earnings origi- 
nating in China from profits, interest, rents, royalties, and 
other income, or those with agencies or premises where the 
abovementioned incomes have no real links to the agencies 
or premises, should all pay a 20-percent income tax.” This 
provision adopts the customary practice of other coun- 
tries, so should be generally comprehensible and accept- 
able to foreign enterprises. 


For foreign-enterprise nonoperating income, China sim- 
ilariy provides certain preferential measures for income- 
tax exemptions and reductions: Profits earned by foreign 
investors from foreign-funded enterprises are exempt 
from income taxes; interest income from loans to the 
Chinese government by international financial institu- 
tions and from China’s state banks is exempt from 
income taxes; interest income from loans to China’s state 
banks at preferential interest rates by foreign banks is 
exempt from income taxes; royalties earned from pro- 
prietary technology provided for scientific research, 
development of resources, development of transporta- 
tion, farming. forestry, and livestock raising, and devel- 
opment of key technology, with the approval of the State 
Council department in charge of taxation, can enjoy a 
reduced 10-percent tax rate for payment of income taxes, 
including advanced technology or preferential terms to 
be exempt from income taxes. 


F. Anti-Tax-Evasion Provisions 


Our new tax law has more articles to prevent tax evasion. 
As to methods used by foreign-funded enterprises to shift 
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profits to evade taxes, such as exploiting associated 
enterprises to raise imported-material prices, force down 
commodity export prices, or adjust charge standards, 
our new tax law provides clearly that: “Business dealings 
between foreign-funded enterprises or foreign-enterprise 
agencies and premises on Chinese territory engaged in 
production or operation and their associated enterprises, 
should collect or pay costs and expenses in line with the 
business deai:ings between independent enterprises. 
Where costs and expenses are not collected or paid in 
line with the business dealings between independent 
enterprises, to reduce taxable income, tax organs have 
the authority to make reasonable adjustments.” Based 
on this provision, tax organs can successively adjust and 
deal with price-shifting, to prevent profit shifting 
between associated enterprises. 


Our new foreign-funded enterprises income-tax law went 
into effect on | July 1991, at which time the “PRC 
Sino-Foreign Joint-Venture Income-Tax Law” passed by 
the Third Session of the NPC on 10 September 1980 and 
the “PRC Enterprise Income-Tax Law” passed by the 
Fourth Session of the NPC on 13 December 1981 were 
annuled. 


The formulation of the “‘Foreign-Funded Enterprise and 
Foreign-Enterprise Income-Tax Law” has been a big step 
in the direction of more improvement for China’s tax 
work involving foreigners, helping to better attract for- 
eign investment, and to expand international economic 
and technical exchange. 


II. Issues That Existed in Our Foreign-Enterprise 
Income-Tax System 


Since the Promulgation and implementation of the 
““Sino-Foreign Joint-Venture Income-Tax Law” in 1980, 
a decade of practical experience had proved that China’s 
tax laws involving foreigners had played a positive and 
crucial role in implementing our principles and policy of 
opening up to the outside world, attracting foreign 
investment, and promoting foreign economic and tech- 
nical cooperation and exchange. But as our policy of 
opening up to the outside world proceeded and our use 
of foreign investment expanded, our tax laws involving 
foreigners, mainly the income-tax law, certainly was 
found to contain certain issues, mainly as follows: 


1. Our two tax laws were not uniform, creating tax- 
burden injustice. Both of our tax bills considered the 
tax-law principles of “‘neutrality” and “fairness.” with 
the substantial differences in China’s two income-tax 
laws involving foreigners being only in the areas of tax 
rates and preferential treatment. This created a situation 
of the same nature of foreign investment but varving 
investment form and income-tax burden. In addition, 
joint ventures were subject to a flat tax rate, while 
contractual joint ventures were subject to a progressive 
tax rate, making the latter’s tax burden higher than the 
former's. Moreover, the limits between “joint ventures 
and contractual joint ventures” varied, with all areas 
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understanding them differently, making policy execution 
quite chaotic, and not contributing to fair competition. 


2. Our preferential treatment in tax-reduction and 
exemption contained quite a few issues. Our tax-law 
provisions, “on one hand for joint ventures, did not 
distinguish production from nonproduction enterprises 
or the industries and projects in which the state encour- 
aged investment, granting all two years of tax exemption 
and three years of 50-percent tax reduction. On the other 
hand, contractual joint ventures and foreign-funded 
enterprises, limited only to low-profit industries, such as 
farming, forestry, and livestock raising, were granted one 
year of tax exemption and two years of 50-percent tax 
reduction. This did not help our tax laws to reflect well 
our national industrial policy, as well as containing 
excessive conflicts in tax-exemption and reduction pref- 
erence differences among varying forms of foreign firms, 
making for certain policy injustices.” (As explained by 
Wang Binggian in PRC Foreign-Funded Enterprises and 
Foreign-Enterprise Income-Tax Law (Draft), RENMIN 
RIBAO 15 April 1991). 


As to our real tax-preference policy, since governments 
at all levels had a certain amount of tax-preference 
authority, competing to expand preferential measures to 
attract foreign investment to their own areas, matters, 
such as “unathorized legislation,” “the substitution of 
one’s word for the law,” and “policy proceeding from too 
many mouths,” were widespread, bringing chaos to our 
tax system involving foreigners, and making our tax 
work involving foreigners harder. 


3. There were problems with the results of our tax- 
preference policy involving foreigners. China’s practice 
of a preferential tax policy for foreigners was to attract 
foreign investment, import technology, and grow our 
economy. But as our international taxation involved 
various jurisdictions, our taxation involving foreigners 
had different features from our domestic taxation. This 
involved the distribution relations in the economic inter- 
ests between the Chinese government and foreign legal 
persons and foreign governments. When dealing with tax 
conflicts and clashes between countries, to prevent 
double taxation internationally, all countries throughout 
the world generally grant tax credits in foreign taxation, 
some even granting tax-forgiveness. So tax preferences 
need to pay attention to whether investors are genuine 
preference beneficiaries. On the other hand, they should 
correspondingly evaluate whether foreign investors gen- 
uinely bring better economic efficiency to China. So 
tax-reduction and exemption preferences need to be 
linked to economic efficiency. In addition, taxation 
involving foreigners also needs to consider the matter of 
promoting and increasing exports. 


4. There were problems with verifying the management 
soundness of our taxation involving foreigners. Prefer- 
ential foreign-taxation measures certainly does not mean 
slack management verification, to allow foreign firms to 
rake in illegal benefits. Some localities misunderstood 
tax preferences to mean allowing foreign firms to gain 


JPRS-CAR-94-040 
15 July 1994 


advantage, so practiced slack collection management. to 
the point where foreign investors on one hand gained 
advantage to legally evade taxes, and on the other had 
doubts about China’s tax laws involving foreigners. The 
experiences of all countries throughout the world tell us 
that international tax-evasion is a universal and long- 
standing phenomenon. As China attracts foreign invest- 
ment on a wider scale, this phenomenon of international 
tax evasion also grows increasingly serious in China. Tax 
evasion not only creates a loss of tax sources and 
infringes on national revenues, but also undermines our 
prestige and damages our tax-organs’ image. But as 
China’s old tax laws involving foreigners did not make 
clear provisions for dealing with price-shifting by asso- 
ciated enterprises and tax evasion, they did not con- 
tribute to China's anti-tax-evasion struggle. 


III. Several Mid- and Long-Range Tax-Reform Ideas 


While our 1994 tax reform is of crucial significance. and 
is making great progress. this certainly does not mean 
that our tax reform is over, as our economy is still 
growing steadily, our economic reforms are still intensi- 
fying constantly, and people’s understanding of a 
socialist market economy is also growing steadily deeper. 
According to the Marxist theory of knowledge, develop- 
ment and change in the objective world never ends, 
meaning that people’s search for absolute truth also 
never ends. 


At present, at our current level of knowledge, our new tax 
system is also certainly not absolutely perfect. This is 
because certain reform ideas need further study and 
demonstration to determine their realization and more 
mature conditions to be put into effect. In other words, 
tax reform cannot be completely divorced from objective 
limitations. 


In short, the objective limitations of this tax reform are 
mainly: 


1. As state revenue in recent years has been troubled by 
huge deficits, leaving very litle rrom for maneuver. tax 
reform in dealing with certain problems must give first 
place to revenue needs, premised on not decreasing or 
slightly increasing revenues. After all, organizing reve- 
nues is the basic function of taxation. Tax reform is 
harder when revenues are tight, and easier when they are 
abundant. This is obvious. 


2. As enterprises, particularly large and midsize state 
ones that play the dominant role in our national 
economy, are experiencing quite a lot of difficulties. with 
poor economic efficiency, this means that when studving 
the matter of setting tax rates and enterprise burdens. we 
are faced with certain limitations in paying attention to 
enterprise realities. 


3. Tax-reform 1s impacted by having to maintain relative 
tax-law stability and tax-policy continuity. This impact 
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is particularly evident in the matter of consolidating our 
domestic and foreign tax systems. 


4. This tax reform involves most sensitive issues: |. 
While not raising the overall tax burden. we need to 
structurally adjust formerly not too rational tax burdens: 
2. To standardize our tax system. we need to sharply cut 
back tax reductions and exemptions. These measures 
will substantially break with our former interests order. 
While this step will overcome much resistance and 
proceed, in dealing with certain local matters, it will 
mean taking interim steps to protect vested interests. 


5. Tax reform cannot keep in simultaneous step with 
other related reforms. 


We need to understand that when conducting tax 
reform, it will be very necessary to take certain special 
and temporary steps when faced with the abovemen- 
tioned matters. meaning that we will have to adhere to 
the realism principle, not trying to be too idealistic. 
Meanwhile, we will need to act in line with the need for 
a gradual process of tax reform, conducting advance 
studies of mid- and long-range tax-reform ideas. 


Summing up the last few years of tax-reform theory and 
practice, continuing to proceed with tax reform before 
the end of the century will mean studying and consid- 
ering at least the following matters: 


1. Better Standardizing Our Value-Added Tax 


To thoroughly resolve certain key taxation issues that 
still exist in our flow-tax system, and to avoid conflicts 
produced by the difficulty in distinguishing commodity 
transactions from labor and service transactions when 
taxing, we need to continue to expand our value-added 
tax collection scope, by generally collecting value-added 
taxes on all commodity and service transactions. 


We need to collect a consumption- or income-type 
value-added tax, also bringing value-added taxes on 
fixed assets within the scope of tax-withholding. The 
advantages of this are mainly that it will help to 
strengthen enterprise self-upgrading and -development 
abilities, speeding up enterprise technica! advances, and 
balancing the tax burdens of enterprises with varying 
capital compositions. 


Once we universally collect value-added taxes, we can 
fully institute “‘price-exclusive taxes.” 


We need to reinforce our value-added-tax collection 
management, to achieve our goal of cross-auditing of 
value-added taxes through a computer network. 


2. Thoroughly Consolidating Our Domestic- and 
Foreign-Enterprise Tax Systems 


At the right time. we will set up a consolidated domestic- 
and foreign-enterprise income-tax system: we will now 
adopt interim measures for FIEs in flow taxes and 
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certain other tax categories, and when they expire insti- 
tute a consolidated tax law; FIE tax preferences need to 
more effectively reflect our national industrial policy. 


3. Collecting a Social-Security Tax 


The social-security tax is a key tax category in certain 
countries with more developed market economies. In 
China, setting up a social security system in line with 
market economy needs has become a key task in our 
economic reforms. In particular, establishing a modern 
enterprise system, to enable enterprises to become gen- 
uinely market oriented, will require a better social secu- 
rity system. Correspondingly, for the state to perform its 
social-security function, the necessary funds should 
come mainly from the social security tax. In contrast to 
certain other current reform steps (such as labor insur- 
ance overall planning), the social security tax function 
has a wider coverage. being able to use the tax mandate 
to better ensure the acquisition of funds. 


4. Developing an Enterprise Income-Tax System 


A key matter in the establishment of a modern enterprise 
system is to ensure that China's current form of enter- 
prise organization gradually converts to an enterprise 
system that is grounded in a sound enterprise incorpo- 
ration system, characterized by limited liability, and 
formed mainly of a company system. So China’s enter- 
prise income-tax system also needs to develop in the 
direction of a company or corporate income tax: mean- 
while, this can also resolve certain conflicts in setting up 
a tax system to collect income taxes from legal or natural 
persons. 


5. Further Improving Our Individual Income-Tax 
System 


China’s current individual income tax uses the model of 
calculation and collection by separate income item. As 
the personal income of Chinese citizens 1s often covert, 
with very broad and unfixed sources, and the percent- 
ages of one-time incomes (currently the major tax source 
of China’s individual income-taxes) increasingly large, 
until we set up a personal-income declaration system, 
adopting the itemized method for taxable income con- 
forms to China’s realities, with practice proving that this 
method contributes to the collection management of 
individual income taxes. 


Since the taxable items listed in the tax law are some 
monthly, some yearly, and others one-time, with varying 
tax rates and deductions, as well as some items enjoying 
reductions, as to incomes of varying natures and indi- 
viduals who earn income in varying forms, it 1s hard for 
the individual income tax burden not to contain certain 
irrationalities. In contrast, while the method of annual 
calculation and collection based on overall income is 
somewhat more rational, this tax model has to be 
grounded in a universally-enforced personal-income dec- 
laration system, and in the adoption of advanced S&T 
means of tax-collection management. So the establish- 
ment of an individual income-tax system with strict 
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rules, advanced methods, and more fair and rational 
burdens is going to require a further period of effort. 


6. Rationalizing and Standardizing Our Macroeconomic 
Distribution System 


Through this tax reform and fiscal reform, our macro- 
economic distribution system has made great advances 
toward the goal of standardization, beginning to ratio- 
nalize the distribution relations among the state, enter- 
prises, and individuals and between the center and 
localities. But as we are in the midst of changing track 
from the old to the new system, to make our new system 
more applicable and reduce reform difficulty and resis- 
tance. we have been unable to make too great of a 
one-time impact on our former interests order, so on 
particular issues have adopted a gradual transition 
approach, to maintain to a certain extent our original 
vested interests. This is a factor in why our distribution 
system is still not completely rational and our distribu- 
tion form 1s not yet fully standardized. 


On market-economy terms, taxation is the state’s major 
means of taking part in national income distribution and 
redistribution, with the state’s distribution relations with 
enterprises and individuals being reflected mainly in the 
form of taxation. Proceeding from this understanding, 
distribution between the state and taxpayers in non-tax 
forms should be a little as possible. to ensure that the 
distribution form is standardized, give the state lega! 
grounds for “mandated” taxation, and avoid all forms of 
“arbitrary charges” and the series of public abuses that 
they produce. For instance, in dealing with profit- 
distribution relations, enterprise income taxes ought to be 
the most basic distribution form between the state and 
enterprises. In this sense, as long as enterprises fulfill their 
successive taxpayment obligations, the state should not 
engage in any further interference in or other forms of 
mandated taxation of enterprise profit distribution. Of 
course, as to state enterprises and ones in which the state 
holds shares. property-rights relations mean that the state 
as the assets owner can take part in enterprise aftertax 
profit distribution, but this belongs to another category. 


In line with the needs to rationalize our distribution 
relations and standardize our distribution form, in our 
future continued intensification of tax reform, we will 
need to study ways to bring items, such as road tolls, 
sewage-disposal fees, education surcharges, and all 
municipal government charges (such as power sur- 
charges and water and electricity added-capacity fees), 
into line with national taxation. For instance, road tolls 
could be changed to collection of fuel and tire taxes: 
hased on Chinese realities. we could also consider appro- 
priately installing certain special tax categories, such as 
an education tax. with not too many of such categories, 
and their aim being to give priority to resolving the 
longstanding fund shortages of certain enterprises in 
urgent need of development. The advantages of this 
would be: |. It would reverse the trend of ““dismember- 
ment of state revenue,” preserving the state’s mandated 
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funding function, and thus enhancing the state’s macro- 
economic regulation and control capability; 2. lt would 
help to basically raise the whole society's taxpayment 
awareness, as asking the state to provide better social- 
service rights is grounded on taxpayers fulfilling their 
successive taxpayment obligations; 3. In the course of the 
state’s performance of its public-management function, 
it would exclude commodity-exchange relations, estab- 
lishing and resuming the state-orgai operating mecha- 
nism of providing mostly free services; 4. It would help 
to promote honest administration by state organs. 


7. Reforming Our Tax-Collection Management System 


Through this tax reform, we have begun to form a tax 
system suited to the needs of our socialist market 
economy. Meanwhile, we need to better carry out and 
intensify reform of our tax-collection management 
system, thoroughly changing our current situation of 
tax-collection management being lax and using back- 
ward methods, basically improving our tax-collection 
management, and establishing a scientific and rigorous 
tax-collection management system, to ensure that our tax 
laws are implemented and a normal taxation order is 
established. 


Our key ideas on tax-collection reform are: 


1. We should generally establish a taxpayment declara- 
tion system. We need to clarify that tax payment decla- 
ration by taxpayers is the key link in the taxpayment 
obligation. Establishing a taxpayment declaration 
system will help to form self-restraint forces for tax- 
payers, promoting an enhanced taxpayment awareness 
among our citizens, as well as being a basic project for 
effective collection-management by tax organs. Once we 
set up a taxpayment declaration system, those who do 
not declare on schedule will be subject to economic 
penalties, and those who do not declare truthfully will be 
treated as tax evaders to be penalized strictly in accor- 
dance with the law. 


2. We should actively practice a tax agency system. We 
should act in line with customary international practice. 
by instituting a system of intermediary organs as tax 
agencies, such as accounting offices. law offices. and tax 
advice agencies, turning it into an indispensable and 
crucial link of our tax-collection system. to evolve 
mutual restraint forces among the three parties of tax- 
payers, tax agencies. and tax organs. 


3. We should push forward with the computerization of 
our tax-collection management. International expericnce 
proves that adopting advanced technical means. such as 
computers, for tax-collection management. ts the only way 
to establish a rigorous and effective oversight-control 
network for taxation, as well as an aid in reducing collec- 
tion costs. In light of China’s many scattered taxpayers and 
low computer-management base. we could consider begin- 
ning our computerization first in cities and for priority tax 
categories. and then gradually forming a national tax- 
collection management computer network. 
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4. We should set up a rigorous tax-auditing system. Once 
we universally practice taxpayment-declaration and tax- 
agency systems, our tax organs can shift their major 
efforts to regular and priority tax audits, establishing a 
three-in-one tax-collection management order cf decla- 
ration. agencies, and auditing, supplemented by rigorous 
methods of penalizing tax-evasion behavior. 


8. Tax Preferences 


A tax-preference policy 1s one of the key means of 
bringing the macroeconomic regulation and control 
function of taxation into full play. But our too many and 
arbitrary tax reductions and exemptions before tax 
reform undermined our tax-system completeness, 
severely weakening our tax mandate and tax-law soleme- 
nity. violating fair tax burdens, and to a certain extent 
Causing tax-revenue erosion. So a key principle of this 
tax reform is that the tax-reduction and exemption 
policies that must be continued should be clearly pro- 
vided for in tax legislation. From now on, except for tax 
reductions and exemptions set forth in tax laws and 
regulations. we will allow no further arbitrary reductions 
or exemptions. When enterprises have particular diffi- 
culties that need resolved. state revenue will consider 
them. using expenditures to grant the proper consider- 
ation. To keep our former interests order from under- 
going too great a change, we have also had to take certain 
interim steps. for those policy-related reductions and 
exemptions that will be abolished. for a certain period of 
time first collecting taxes and then refunding them. The 
advantages of this are that it has enabled tax organs to 
collect all taxes according to law since our new tax 
system took effect. contributing to the solemnity of our 
tax laws and the standardization of our tax system, while 
giving consideration to real enterprise difficulties. 


Based on the needs for fair tax burdens and evolving a 
uniform socialist market. a standardized tax system 
should be grounded in not granting tax reductions or 
exemptions to particular enterprises, with uniform 
implementation of reductions and exemptions also as 
little as possible. Adopting the method of first collecting 
and then refunding during the change of track from our 
old to new systems can only be an interim, termporary, 
and not longstanding one. Once it expires, it should be 
put on track with our standardized tax system, to pre- 
vent the recurrence of unfair tax burdens. and to keep 
the role of market forces in guiding the disposition of 
resources from being distorted. 


Local tax preferences are essentially out of line with the 
principle of fair tax burdens. To preserve the continuity 
and stability of China's policy of opening up to the 
outside world. and help to shrink our interregional 
economic-development gap, we should strictly limit 
local tax-preference policies to SEZs and a few high-tech 
industrial-development zones, gradually eliminating 
other local tax-preference policies. 
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Foreign Exchange System Reform Successful 


94CE0514B Beying JINRONG SHIBAO in Chinese 
13 May 94 p 1 


[Article by special correspondents Yang Gonglin (2799 
6300 2651) and Zhao Linghua (6392 3781 5478): “Initial 
Successes in Foreign Exchange System Reform—Report 
on China’s Foreign Exchange System Reform™| 


[Text] It has been four months since the issuance of the 
report concerning China's foreign currency reform. 
“People’s Bank of China Announcement About Further 
Reform of the Foreign Currency Administration 
System.” It can now be said that the new foreign cur- 
rency administration system is operating successfully, 
with results better than expected—the nation’s reserves 
of foreign currency have increased by nearly $8 billion. 


The long term goal of China's foreign currency adminis- 
tration system reform is to achieve the free exchange of the 
renminbi. The policy objective of this reform ts to conduct 
conditional exchange of renminbi for standing projects 
(trade and non-trade projects). This reform 1s necessary to 
Strengthen national macroscopic-financial regulation: it is 
definitely the result of the growing role of market regula- 
tion in the increasingly improving process of China's 
socialist market economy system: it is also a fundamental 
requirement demanded of every nation’s currency system 
by the world economic integration process. In order to 
expand foreign communication and join international eco- 
nomic competition, the currency exchange system must get 
in line with international practice. The new foreign cur- 
rency administration system 1s a big step toward the goal of 
an exchangeable renminbi on the basis of the reform of the 
past more than 10 years. 


The major content of the new currency system includes: 
first, realizing a currency exchange rate merged channel. 
implementing a unitary. managed. floating currency 
exchange rate system which is based on market demand 
and supply; second. implement a bank currency balance, 
currency sales system, eliminating foreign currency 
reserves and handing them over to higher authority; 
third, establish a foreign currency exchange market 
among banks, improving the currency forming system: 
fourth, ban foreign currency valuation. balance accounts 
and circulation within our borders: fifth. cancel directive 
planning for foreign currency balance, with the State 
bringing about macroscopic regulation of foreign cur- 
rency and international balance chiefly through eco- 
nomic and legal measures. 


An important part of the new currency system ts the 
merger of currency rate channels. That 1s: the original, 
official exchange rate of $1:5.80 renminbi was cancelled 
as of 31 December last year. and the People’s Bank was 
permitted to fix $1 to 8.70 renminbi as the medium price 
in foreign currency exchange markets in accordance with 
the weighted average price as of | January of 18 foreign 
currency regulated prices which constituted 80 percent 
of the national exchange volume. From then on, China's 
foreign currency market demand and supply became the 
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principal basis for determining currency exchange levels. 
Since April. while central banks have on the one hand 
maintained a good macroeconomic environment by 
means of such economic measures as currency policy, it 
has on the other hand intervened in the market when 
appropriate to regulate foreign currency supply and 
demand, keeping the currency exchange rate stable at 
about 8.70 renminbi. 


Successful merging of foreign currency rate channels will 
have a positive affect on China's reform of finance, 
taxation, planning, investment, foreign trade and enter- 
prise system, either directly or indirectly. It is especially 
the case that a unified currency rate and a stable foreign 
currency price are very helpful in getting foreign trade 
enterprises to convert their operating system, and stim- 
ulate their enthusiasm to earn foreign currency through 
export. Based on a unified and stable foreign currency 
exchange rate. enterprises can make accurate, simple, 
and timely calculations of the costs of exchanging foreign 
currency, and thereby improve their ability and flexi- 
bility for entering international market competition. 


Merging foreign currency exchange rate channels will 
also greatly improve the environment for foreign busi- 
ness investment. One, it will resolve the contradiction 
which finds foreign capital originally registered at the 
official exchange rate, while profits sent out of the 
country are calculated at the market regulated price: this 
will avoid foreign investors’ losses due to the exchange 
rate. and will create an investment environment for fair 
competition with domestic enterprises. Second, foreign 
investment enterprises which use imported raw mate- 
rials in their manufacture of products for sale in China, 
so cannot keep their foreign currency in balance, can 
purchase foreign currency at State-designated regulatory 
centers, and thereby avoid worrying about risk of capital 
return and sending their profits out of the country. 


Implementing merged foreign currency exchange rate 
channels will bring China’s currency system more 1n line 
with requirements of the IMF. This will be favorable to 
accelerating China’s procedures in joining GATT, and 
promote the global orientation of China’s economy. 


Implementing a bank account balance and currency sales 
system will mean that, other than foreign investment 
enterprises and several others which have special needs 
for earning foreign currency income, foreign currency 
income should all go to designated banks for foreign 
currency to balance accounts at the daily rate, and these 
banks will exchange for renminbi: if enterprises need 
foreign currency. they should take effective evidence of 
their need to purchase foreign currency directly to these 
banks. Therefore. enterprises need not get approval for 
every item of foreign currency required, need not deal 
with departments in charge. foreign currency adminis- 
tration departments, regulating markets and banks. 
Every locality had this reaction: casing of the policy on 
use of foreign currency has smoothed relationships, 
simplified procedures, and accounts have gone to one 
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account from two in the past (one for the official 
account, another for market price). They feel it 1s very 
convenient. 


Speaking of national interests. intensive foreign currency 
resource channels are favorable to national macroeco- 
nomic regulation. Replacing the central banks’ balance 
account system with the foreign currency designated 
banks balance account system will be favorable to 
specialized banks converting to commercial banks: 11 will 
be favorable to the central banks’ role further converting 
10 macroscopic administration, concentrating on inves- 
tigation and study. supervision and administration, and 
macroscopic regulation, based on the demands of cur- 
rency policy, with active and timely decisions to inter- 
vene to balance market supply and demand. 


Canceling the old system of foreign currency reserves, 
turning these over to higher authority. and amount man- 
agement. has created a fair competition opportunits for 
every trade and business, because no department can again 
share in the subsidies authorized to earn foreign currency 
by export. The State Administration of Exchange Control 
Bureau's major leaders individually led fact-finding and 
study groups to areas in the Northeast, Southwest. North 
China. Central China, South China, Northwest, to learn 
how the new currency system 1s operating. The common 
reaction everywhere was: it has been more beneficial to 
foreign trade enterprises. reducing their burden (formerly, 
for every US$100 earned. 20 percent had to turned over to 
the State without compensation, and 5 percent to local 
fiscal authorities), it reduced the cost of exchanging foreign 
currency. plus it has sped up capital circulation. stimu- 
lating enthusiasm for earning foreign currency by export. 
For example. engaging in foreign trade in Hunan can carn 
an extra 450 million renminbi from implementation of the 
new system, and predictions are that this year, earning 
foreign currency through export will increase by 12.5 
percent over 1993. Take Nanjing as another example: 
foreign exchange earned by exporting during the first 
quarter of this year increased 48 percent over the same 
period last year. export by foreign investment enterprises 
increased 55 percent over the same period last year. 


Implementation of a balance account and currency sales 
system will definitely require a unified market to supply 
the banks designated for foreign cuvrency exchange. A 
national. unified market will definitely be established. 
To meet this requirement. the China Foreign Currency 
Exchange Center was established on a trial basis in 
January of this year. It commenced formal operation on 
1 April. It 1s a membership system. non-profit. indepen- 
dent accounting. market organization administering 
itself in accordance with regulations. It requires that 
foreign currency exchanges among the various banks 
designated for this purpose must take place within the 
exchange center. The unified market takes the closing 
price of the day before as the middle rate of the renminbi 
to the U.S. dollar for the next day. and each designated 
bank can then set its foreign currency buying and selling 
price for enterprises within a stipulated range. In its 
operation. it changed the method whereby enterprises go 
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directly to the center to conduct exchange to one in 
which enterprises entrust designated foreign currency 
banks to purchase or sell foreign currency through the 
foreign currency market. 


The Shanghai Foreign Currency Exchange Center is the 
window for the current foreign exchange market in 
China, it 1s associated with three types of exchange 
activities, 1.e.. between customers and banks designated 
for foreign currency. among designated banks for foreign 
currency, and between central banks and banks desig- 
nated for foreign currency. It is a market in the same 
trade that takes banks as the major entity. 


In order that each locality’s foreign currency market makes 
an orderly connection with the network, there will be 
temporary retention of current existing foreign currency 
regulatory markets in each locality. It 1s known that the 
three types of capital enterprises exchange well in foreign 
currency regulating centers; although some foreign busi- 
nessmen worry whether they can satisfy foreign currency 
in the long term, there so far has been no instance of a 
failure to purchase foreign currency within the scope of 
overseas payments permitted by the State. 


Canceling the directive plan for foreign currency balance 
1s another important step. In the past, the allocation of 
foreign currency resources depended partly on adminis- 
trative measures. Localities whose allocations were 
under the directive plan and some State-owned enter- 
prises received their foreign currency according to the 
official exchange rate. However, the new foreign cur- 
rency system abolishes planning, examination and 
approval for allocation of foreign currency; rather, the 
entire foreign currency supply and demand will be via 
the market, with the State primarily using economic and 
legal measures to accomplish macroscopic regulation for 
international balance of foreign currency. Enterprises 
will have this reaction: “This way, there is neither a 
subsidy food coupon’, or having to turn over foreign 
currency income: the external environm “* forces us to 
convert our operating system and establish a modern 
enterprise system, accounting for economic efficiency.” 


Another measure 1s to bar valuation, balance accounts, 
and circulation of foreign currency in China. Starting 
from the first of this year, there has been a halt to 
issuance of Foreign Exchange Currency (FEC). Some of 
this will be allowed to circulate throughout society, and 
gradually be turned in. To the best of our knowledge. 
more than two-thirds of the FEC has been turned back 
in. and only a scattered amount still in circulation in 
society. 


Practice has proven that the new foreign currency system 
has been successful in its initial operations. However, 
just as any new-born thing will seem imperfect, there are 
also certain problems with the operation of the new 
foreign currency system, and there 1s no way to avoid 
some new problems from cropping up. For example. 
because designated banks for foreign currency face a 
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great deal of new business, there is an adjustment pro- 
cedure for operations and undertaking accounts; foreign 
currency exchange centers need to expand the types of 
currency exchanged, make exchanges more quickly. set 
up foreign currency exchange long term contracts, 
develop and utilize a long distance telecommunications 
network to expand their market scope, etc.; there are 
specific problems concerned with fees attached to closing 
and selling in trading. and new problems faced by 
non-trading departments after the prohibition of foreign 
currency valuation and by enterprises which produce 
replacements for imported products; problems such as 
how foreign capital banks can develop business. These 
problems require further study. improvement and 
increased perfecting. In the operational procedure. all 
these problems will gradually be resolved and perfected. 


INDUSTRY 


Textile Industry Problems Examined 


94CE0524A Beijing GUANLI SHIJIE 
[MANAGEMENT WORLD] tn Chinese No 2, 
24 Mar 94 pp 122-127 


[Article by Du Yuzhou (2629 6877 3166), deputy 
director, Chinese Textile Associa..on: “Textile Industry 
Development and Remedies for Problems” ] 


[Text] 1. Status of the Textile Industry (J) Textile 
Industry Economic Operation, Reform, and Readjust- 
ment in 1993 


Textile industry operation has been substantially as 
follows since 1993: maintenance of moderate production 
growth, increase in product sales income occasioning a 
decline in the amount of goods in inventory; an increase 
in exports; fairly rapid rise in Costs causing continued fall 
in businesses’ economic returns; greater intensity of 
reform and readjustment. 


1) Moderate Increase in Textile Production 


The gross output value of the textile industry for the 
period January through November 1993 was 234.404 
billion yuan, up 8.45 percent over the same period in 
1992. This included a negative increase in the gross 
output value of 11 provinces and cities, principally in the 
nonraw materials producing areas of Beijing, Tianjin, 
Shanghai, the northeast and the southwest. A 1.22 per- 
cent increase above the 1992 figure in 39 large- and 
medium-sized cities was attributable to structural 
changes. An output value of 257 billion yuan ts forecast 
for the entire year, up 7.37 percent over 1992. 


2) Easing of Textile Product Supply Exceeding Demand 


Incomplete statistics from the former system for the 
period January through October 1993 show that except 
for woolen goods, the production and marketing rate for 
all other major product categories was greater than 100 
percent. Industrial inventories at the end of the period 
were lower than for the same period in 1992. Supply and 
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demand changes stemmed primarily from inadequate 
supplies of raw materials, a rise in costs, and widespread 
halts in production or idling of machinery; and second- 
arily from continued rise in anticipated prices of raw 
materials, both the commercial sector and enterprises 
down the line consequently increasing their supplies on 
hand. 


3) Increase in Fiber Product Exports 


Fiber product exports for the period January through 
November 1993 totaled $22.35 billion, 5.5 percent more 
than for the same period in 1992 and accounting for 28.6 
percent of total national export value. The favorable 
balance of trade from fiber products was $12.63 billion. 
Textile product exports as a percentage of fiber product 
exports declined 1.2 percent over the same period in 
1992. Clothing exports earned 13.53 billion yuan, up 
10.5 percent from the same period in 1992 and 
accounting for 61 percent of all fiber product exports. 


4) Continued Slide in Economic Returns 


During the period January through October 1993, enter- 
prises in 39 large- and medium-sized cities realized 
profits and taxes totaling 2.36 billion yuan, 14.99 per- 
cent less than for the same period in 1992. After 
deducting 791 million resulting from the adoption of 
new accounting procedures, profits fell 23.6 percent. 
Sales taxes and added value taxes rose 24.25 percent. 
Total losses of state-owned enterprises in 39 large and 
medium size cities totaled 391 million yuan. Losses of 
money-losing enterprises in general totaled 1.58 billion 
yuan, up 84.11 percent over the same period in 1992, 
46.02 percent of all enterprises showing losses. During 
1993, cadres and personnel throughout the industry 
worked mightily to absorb 81 percent of the decline in 
profits. By contrast with the decline in returns of city 
textile industries, some township and town enterprises, 
three kinds of partially or wholly foreign-funded enter- 
prises, and individually owned textile concerns main- 
tained their development momentum. 


(5) Greate. .atensity of Reform and Readjustment 


Urban textile industries accelerated the pace of readjust- 
ment. During 1992 and 1993, national spindle reduction 
and transformation projects played a leading role in 
readjustment of the textile industry. By the end of 
September, 910,000 outmoded cotton spindles had been 
eliminated in large and medium size cities. Every juris- 
diction intensified reform of enterprise operating mech- 
anisms, a number of enterprises reviving their competi- 
tiveness and vitality through enterprise mechanism 
reform measures such as redefining equity relationships. 
joint ventures, partnership ventures. contracting. and 
auctions. Today the country has 69 standard limited 
lability corporations (20 of which are listed on stock 
markets). In coastal cities, 60 percent of firms are now 
joint ventures. Some areas and enterprises have 
increased value while reducing volume of products by 
operating ( ? sanchan (0005 3934]) , and transferring into 
other lines of production to reduce personnel. Since the 
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Third Plenary Session of the 14th Party Central Com- 
mittee, and particularly since the All-China Economic 
Work Conference, the momentum of reform and read- 
justment has been better. New development opportuni- 
ties have appeared in all jurisdictions. 


2) Prominent Difficulties and Pervasive Problems in 
Development of the Textile Industry 


The turning point for the textile industry since the 
advent of reform and opening to the outside world 
occurred in 1983 with the abolition of cloth rationing 
coupons. At that time, the traditional textile industry 
began to move into a new stage of development charac- 
terized by readjustment and improvement. However, 
because of various historical reasons in the process of 
changing from the old to the new system, industrial 
readjustment and upgrading could not move along 
smoothly. In addition, changes in the domestic market 
and a great rise in costs faced the textile industry with an 
extremely serious situation. 


Today, two conspicuous difficulties in development of 
the textile industry threaten the survival and develop- 
ment of the entire industry. One is the steady decline in 
returns and serious losses. The second is a decline in 
export competitiveness, a decline in the speed of export 
increase, and a lowering of the net foreign exchange 
earnings rate. These two problems are no longer just 
temporary; they have been a trend for some time that 
merits some profound thought. 


1. The Financial Returns Situation 


Costs have risen enormously while profits and taxes have 
declined with each passing year. Some business lines are 
experiencing losses throughout the industry. In 1980. the 
profit and tax rate throughout the textile industry was 24.3 
percent. By 1991, the tax and profit rate on sales fell to 4.1 
percent. Costs rose fastest in the cotton textile industry. 
Since 1989, the price of cotton has been raised several 
times in a row causing a tremendous slide in the economic 
returns of cotton textile enterprises. Cotton textile firms 
showed a profit of 6.21 billion yuan in 1988. 5.56 billion 
yuan in 1989, and a slide to 1.92 billion yuan in 1990. 
During 1991 and 1992, the whole industry lost money. 
losses running to 450 million yuan in 1992 after offsetting 
profits against losses. Losses as of November 1993 rose 
93.05 percent over losses as of November 1992. 


After institution of the new fiscal svstem. the number of 
insolvent enterprises increased. Calculated in the same 
terms as the financial statistics of the former Ministry of 
Textile Industry, the textile industry's losses as of the 
end of 1992 stood at 3.35 billion yuan. After instituting 
the new financial system. the latent losses and the losses 
posted to accounts from cutting prices of goods in 
oversupply amounted to | 2.14 billion yuan. and interest 
payments ran to between 1.2 and 1.5 billion yuan 


annually. As of the end of November 1993. the assets to 
liability ratio of large- and medium-sized textile plants 
stood at 80 percent, or 30 percentage points higher than 
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the normal 50 percent. The liquid assets to liquid liabil- 
ities ratio (the enterprise liquidity ratio) was 1.01:1, 
meaning that for every | yuan of liabilities, enterprises 
had 1.0! yuan in liquid assets. This was 100 percent 
lower than the 2:1 theoretical standard. These two ratios 
show that the solvency of city textile industries has 
reached the danger line. In some places, banks refuse any 
further new loans to textile firms. 


The urban textile industry’s returns are low, its losses are 
large, its burdens are heavy, and its work force fluid. In 
1992, the rate of profit and taxes on capital for the 
textile, chemical fiber, and sewing industries was 6.25 
percent nationwide, far below tae 9.45 percent average 
for industry throughout the country as a whole. Eco- 
nomic returns of urban textile industries were also lower 
than the average for the textile industry in the country as 
a whole. 


The urban textile industry is a traditional industry that 
has developed for a fairly long time, so the proportion of 
retired personnel is substantial, and it bears heavy bur- 
dens of various kinds. Take the three cities of Beijing, 
Tianjin, and Shanghai, for example, where the number 
of retired personnel as a percentage of all personnel is a 
respective 57.32, 48.39, and 59.64 percent, far higher 
than the 29.58 percent for textile industry enterprises 
nationwide. Because of enterprises’ heavy losses, the 
morale of urban textile enterprise personnel fluctuates 
causing management difficulties. Today, production 
capacity in one fourth of the nation’s textile enterprises 
is halted or semi-halted. Approximately 2 million textile 
enterprise workers and staff personnel are out of work. 
For most employees of failing enterprises, income ts low, 
they lack medical insurance, and some of them go for 
months without being paid or else receive wages in the 
form of products. This situation is the rule in failing 
enterprises. 


2. Textile Products Export Competitiveness 


In recent years, textiles and clothing have earned more 
and more foreign exchange each year, but the net foreign 
exchange earning rate has fallen. Since 1986, the amount 
of foreign exchange China has earned from the export of 
fibers has increased rapidly, but net foreign exchange 
earnings have not increased rapidly. Many reasons 
account for this: the country’s textile industry equipment 
is not very modern, making an increase in product value 
fairly difficult: large amounts of chemical fiber raw 
materials still have to be imported; and although 
clothing exports are on the rise, imported cloth is used in 
approximately 30 percent of all clothing exports. 


The make-up of textile exports has changed substan- 
tially. but exports of further processed products have not 
stimulated a simultaneous growth in previous work 
procedures. For the past several vears, the overall trend 
in the make-up of exports has been toward year-by-year 
decline in the percentage of primary products such as 
cotton and synthetic yarn and fabrics, silk fabric, and 
raw silk. and intermediate products such as bleached, 
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colored, and printed cloth. These two kinds of products 
accounted for only 26.2 percent of the total in 1992. 
Furthermore, the absolute amount of primary product 
exports continued to decline going from $2.876 billion in 
1987 to $2.518 billion in 1992. Although the money 
value of intermediate product exports increased year by 
year, net foreign exchange earnings declined. In 1992, 
imports of lining materials (including material brought 
into the country for processing) totaled $4.46 billion, 
and exports totaled $3.767 producing an unfavorable 
balance of nearly $700 million. 


Ever since 1993, fiber export growth has continued to 
decline, export growth being lackluster. In 1992, the fiber 
product growth rate was 22 percent, but for the period 
January through November 1993, export growth fell 
markedly, the growth rate amounting to only 5 percent, 
or 16.5 percentage points less. Since 1987, China’s 
exports of products such as cotton yarn have lagged 
behind those of Pakistan. Because upgrading of collation 
[zheng li 2419 3810] technology for intermediate prod- 
ucts after printing and dyeing has lagged, their compet- 
itiveness is no better than that of moderately developed 
places such as Taiwan and South Korea. Thus, a situa- 
tion has come about in which imports of lining materials 
are greater than exports, imported lining material being 
used in large quantities for clothing exports. Between 
1985 and 1992, China’s textile exports increased from 
$3.243 billion to $8.587 billion in a 1.65-fold increase. 
During the same period, however, textile imports 
increased from $1.607 billion to $6.695 billion in a 3.15 
fold increase. This shows that China’s exports of the 
three major textile product categories—woven, knitted, 
and printed products—are in danger of being further 
elbowed out of international markets. 


The textile industries of China’s neighbors have devel- 
oped rapidly posing a serious challenge to Chinese textile 
exports. Take cotton yarn, for example. Since 1988, 
exports from Pakistan have increased tremendously with 
each passing year. In 1988, Pakistan exported 236.000 
tons of cotton yarn, exports increasing to 474,000 tons in 
1991. This made Pakistan the world’s foremost cotton 
yarn producer, producing 39.49 percent of all cotton 
yarn in the world. The sale price of the same kinds of 
yarn run between 4.7 and 8.4 percent higher than 
China’s. Meanwhile, during the same period, China's 
cotton yarn exports declined to only 186,000 tons in 
1992. or 39.4 percent of Pakistan’s 1991 exports. The 
ability of ASEAN and South Asian countries to compete 
in ready-made clothing products has also risen markedly. 
In 1992, Indonesia's ready-made clothing exports 
increased 50 percent, and Bangladesh's clothing exports 
increased 78 percent. ASEAN and South Asian countries 
or territories have adopted various kinds of preferential 
policies and measures such as opening up export pro- 
cessing zones or development zones, providing tariff and 
tax exemptions, increasing depreciation rates, offering 
low interest loans, and encouraging indirect exports. 
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These actions have given powerful growth impetus to 
fiber product exports, which already pose a very great 
threat to China’s textile exports. 


The textile industry’s difficulties cannot be solved by 
short-term, individual actions. Solving raw materials 
shortages, solving funds shortages, reducing taxes and 
granting concessions when enterprises are in difficulties, 
and increasing subsidies when exports are finding hard 
going cannot solve the fundamental problems. Such 
difficulties, all of which are of long standing, are now 
occurring virtually at the same time. Inability to raise 
prices, inability to lower costs, and excessive competi- 
tion force us to analyze deep down problems to try to 
find the reasons behind the trends. 


(3) Status and Role of the Textile Industry in Moderniza- 
tion of the National Economy 


How to look at the character of the textile industry’s 
difficulties, and how to gain a perspective on the future 
of the textile industry have a bearing not only on 
confidence within the industry, on macroeconomic 
policy and on goal orientation, but even more greatly on 
the larger issue of sustained, rapid, and healthy develop- 
ment of the national economy. Therefore, it is very 
necessary to analyze this major problem. 


First, for a fairly long time to come, the textile industry 
will continue to be an irreplaceable foreign exchange- 
earning industry. 


The textile industry has played a capital accumulation 
and foreign exchange earning role in the industrializa- 
tion process of most developed countries. Practice shows 
China to be no exception. Since reform and opening to 
the outside world, textile exports have occupied a dom- 
inant position throughout. Since 1980, they have earned 
$138.2 billion while using only $66.7 billion themselves. 
Between 1986 and 1992, they earned $104.43 billion and 
used $58 billion in foreign exchange, thereby providing 
powerful support for the building of the national 
economy. For China, 1994 was a peak year for foreign 
debt repayment. Now that the rate at which imports 
increase each year is very high, given the state of China’s 
industry, no other industry will be able to take the place 
of the textile industry's exports at least until the end of 
the present century. Textile industry exports account for 
one-third of all processing industry exports and for 
one-seventh of total world exports; however, China’s 
foreign exchange earnings amount to only one- 
fourteenth of the world amount from exports. This 
shows that despite the great increase in the amount of 
China’s exports, export earnings have plenty of room for 
increase. 


Second, the textile industry is indispensable to China’s 
industrialization process. 


The textile industry's current difficulties are labor pains 
in the processing of readjusting the country’s industrial 
structure. Every developed country has gone through this 
stage in its development. One must realize that China’s 
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situation differs from that of these countries in that 
simultaneous with the primary processing slump in the 
textile industries in China’s developed cities, the textile 
industries in some newly industrialized parts of the 
country is booming. So long as we emphasize that 
agriculture is the foundation of the national economy, 
that the agricultural population is still a majority of total 
population, and that cotton is still an important cash 
crop in Chinese agriculture, the textile industry will 
remain the dominant industry in the process of urban- 
izing rural villages and industrializing less developed 
areas, in transferring surplus manpower into occupations 
other than agriculture, in accumulating capital for indus- 
trialization, and in developing local strengths. In world 
terms, developed regions, developing regions, and unde- 
veloped regions are all of considerable size in China’s 
economic structure; it will take a fairly long time for 
these three kinds of regions to become equally pros- 
perous. Therefore, no shift in emphasis of the clothing 
industry from inside to outside the country will be 
necessary at least until the beginning of the next century. 
This means that so long as we abide by market economy 
laws to take the initiative in readjusting the internal 
structure, the birth pains that structural readjustments 
entail can be reduced. 


Third, China’s domestic market is the market for textiles 
and clothing that holds the greatest potential in the 
world. 


This is the main long-term force powering development 
of China’s textile industry. China’s huge population and 
sustained high speed growth of China’s economy are the 
two factors that make the China market most attractive. 
China has the manpower and resources that provide a 
favorable objective environment for the development of 
China’s textile industry. Since the 1980s, developed 
countries and newly industrialized countries and territo- 
ries have shipped to China a large amount of their textile 
production capability, money, and technology with a 
view to acquiring this huge market. Today, a large part of 
China’s medium and high quality textiles market is held 
by the products of foreign-owned and three kinds of 
partially or wholly foreign-owned enterprises. Now, 
unless policies to support the domestic textile industry 
are promptly adopted to promote the adjustment and 
transformation of the textile industry, this will amount 
to yielding to others by default a market that originally 
belonged to us. 


Fourth, the international economic recession and read- 
justments of the international industrial structure 
remain a favorable opportunity for development of 
China’s textile industry. 


Economic recession in the west has accelerated an 
upgrading of industrial technology and transformed 
competition strategies. On the one hand, firms are not 
averse to the investment of financial, material, and 
brainpower resources to maintain the leading position of 
their own expertise. On the other hand, they lead the way 
in exporting capital in the form of technology exports. 
The use of favorable conditions in other countries to 
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engage in transnational production has become an 
important way to compete. This provides China's textile 
industry a fine opportunity to acquire the fruits of 
advanced international technological civilization, and to 
make use of foreign capital to improve the organic 
make-up of capital in China’s textile industry to enable 
participation in international competition. During the 
Seventh Five-Year Plan, about $1! billion worth of equip- 
ment was imported each year to transform China's 
textile industry, and the amount has increased enor- 
mously during the past several years. Between January 
and November 1993, $3.512 billion worth of textile 
machines and sewing machines were imported. This was 
46.8 percent more than during the same period in 1992. 
Imports of manufacturing technology also rose tremen- 
dously. During the past year or two. large numbers of 
foreign traders have come to China in search of oppor- 
tunities in textiles. This shows that a profit can be made 
in China’s textile industry. It also shows that China’s 
textile industry remains essentially a dominant industry. 
So long as we accelerate the pace of reform, align policies 
properly, and readjust speed, China’s textile industry 
will still be able to compete in the world. 


2. Ideas and Remedies for Getting the Textile Industry 
Out of Its Difficulties 


Getting the textile industry out of its difficulties requires 
both study of productivity itself and study of both 
production relationships and superstructure reforms. It 
requires both meso-economic study and study in terms 
of associated industries and the macro-economy; and it 
requires both close attention to subjective dynamics and 
observation of objective laws. In short, most important 
is a complete shake-up of the structure of the textile 
industry and implementation of correct industrial poli- 
cies suited to the character of development during this 
new period to improve the industry’s productivity and 
international competitiveness. Second is accelerated 
building of the socialist market economy system and 
conscientious application of a series of major reforms 
that the country has already inaugurated and is about to 
inaugurate to increase the industry's vigor and vitality. 
Third is carrying on the fine traditions of the army of 
people in the textile industry, maintenance of a creative 
spirit of building both a material and a spiritual civili- 
zation, and uniting as one to meet challenges and tri- 
umph over adversity. 


Specifically, the following major policy avenues are most 
important. 


1) Readjustment of the Structure and Curtailment of the 
Aggregate 


Too much production capacity and delays in shaking up 
the production structure are two major problems trou- 
bling the textile economy. Solving these two interrelated 
problems requires full consideration of China’s circum- 
stances, and the special historical conditions in which 
China is making a change from a planned economy to a 
market economy. 
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Control of the total number of firms and structural 
readjustment are stages that must be gone through in 
developing the national economy and upgrading 
industry. Differences in the economic development of 
different parts of the country cause traditional industries 
to change their location as comparative returns warrant. 
This also results from the working of the law of value. 


The orientation for readjustment of China's textile 
industry is as follows: Have some enterprises in large key 
cities change their production lines, and some of them 
reduce their size to reduce cotton textile industry pri- 
mary processing capabilities, while simultaneously 
developing high quality primary processing and further 
processing businesses. This will change the traditional 
character of the textile industry, and increase the capital 
and technical intensivity of the industry. 


No developed country has actually solved the problem of 
readjusting its industrial structure solely through tree 
competition. Most have used explicit industrial policies 
to guide restructuring. This is a point that we should bear 
in mind. In restructuring industry in Japan, the govern- 
ment adopted a readjustment policy of retiring excess 
equipment, and in 1964 and 1974 it drew up two fiber 
industry readjustment bills. 


We must realize that readjustment of China’s cotton 
textile industry entails distinctive problems. The 
planned economy, which endured for a long time, 
imposed heavy burdens on textile industries such as too 
many personnel. In the textile industry, approximately 
one-third of the personnel are redundant. Businesses 
could not accumulate funds for themselves; they had to 
rely on loans; and the percentage of retired personnel is 
excessive. Consequently, we propose as a guiding policy 
cutbacks in the number of spindles together with changes 
into other lines of business and reduction of personnel. 


A good job of revamping the structure of cotton textile 
firms is the key to readjustment of the textile industry. 
Textile firms other than cotton textile firms also face a 
similarly large restructuring task. Restructuring cannot 
be done overnight; it requires a process. Over the long 
term, about 30 percent of the personnel in city textile 
firms, and about 40 percent of the personnel in chemical 
fiber firms will have to resettled elsewhere in the course 
of the readjustment, and some concerns will have to 
change to other lines of production and reorganize. 


(2) Acceleration of Technological Transformation To 
Improve Textile Product Export Competitiveness 


Technological transformation is at the heart of the 
upgrading of China’s traditional textile industry. Con- 
trolling the aggregate number of firms, restructuring, and 
technological transformation are the three components 
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of a systems engineering process. The production tech- 
nology of China’s textile industry lags far behind that of 
developed countries and even behind that of newly 
industrializing countries. The gap in China's ability to 
manufacture equipment has also widened .urther. Marx 
said that the difference between one era and another lies 
not in what is produced but in how it is produced, and 
what means of labor are used to produce it. Means of 
labor is not only the gauge of human manpower devel- 
opment, but also an indicator of the social relationships 
that labor employs. This shows the importance to an 
industry of its technical equipment. 


China’s cotton textile industry has two processing levels: 
the primary product level and the greater processing 
level. The two large categories of yarn and fabric 
exported today have lost their former dominant posi- 
tion, One important reason being the outdated equip- 
ment. This has resulted in a not very rapid improvement 
of textile product quality, which has seriously hampered 
the international competitiveness of Chinese products. 


The focus of technological transformation policy is on 
favoring leading exporting enterprises. First, simulta- 
neous with the elimination of weak firms and a major 
transformation of yarn and cloth production must be a 
major improvement of post-printing and dyeing colla- 
tion technology and equipment. Second, is the need to 
draw up policies to encourage research and development 
of chemical dyes and auxiliaries. Third is the need to 
accelerate the technological transformation and the pace 
of product development new textile industries such as 
the chemical fiber industry to make them internationally 
competitive as quickly as possible. 


3) Reducing the Burdens of Large- and Medium-Sized 
Enterprises 


The textile industry is a traditional industry. Under the 
planned economy, some old textile firms spun off new 
firms separate from the parent firm. Under the market 
economy, however, firms strengthen themselves through 
self-development and expansion, while simultaneously 
developing the enterprise. The “spin-off” system results 
in the development of others at one’s own expense; 
consequently, under like market competition conditions, 
old enterprises must be relieved of their historical bur- 
dens because the burdens of old enterprises are heavy 
and they are in an unequal position. 


Traditional enterprises are also in an unequal competi- 
tive position with new enterprises. In China, new indus- 
tries have developed by using the accumulations of 
traditional industries. In a planned economy, traditional 
industries could not go outside sectoral limits to avail 
themselves of opportunities to penctrate or shift into 
other sectors. With development of the economy, the 
overall upgrading of urban industry has resulted in old 
textile bases gradually changing from “money trees” to 
“thistles’’ whose transformation is needed but difficult 
since they cannot stand the loans needed. In a market 
economy, traditional businesses operate under the laws 
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of value. Traditional business are transformed by 
changing around the elements of production, by hybrid- 
izing, and by the diversification of production. In view 
of the special road followed in China’s industrialization, 
the difficulties of the old line textile industries must be 
taken into consideration and special policies provided in 
the transformation to a market economy. 


4) Expansion of Textile Exports 


Leading export enterprises in key cities must move into 
international markets as quickly as possible to engage in 
international competition. The resolution of the Third 
Plenary Session of the 14th Party Congress noted the 
need for “further reform of the externally oriented 
economic and trade system, building an operating mech- 
anism that is in keeping with prevailing international 
economic rules, adhering to a reform orientation of 
uniform policies, decontrol of operations, equal compe- 
tition, responsibility for one’s own profits and losses, 
integration of industry and trade, and promotion of the 
agent system. It called for rapid transformation of the 
external operating mechanism of enterprises of all kinds, 
reorganizing state-owned foreign trade enterprises in 
accordance with the modern enterprise system. conter- 
ring external operating authority on production and 
scientific and technical enterprises having requisite con- 
ditions, and developing a number of internationalized, 
businesslike, and economic group general trading com- 
panies. The state is to use mostly exchange rates, taxa- 
tion, and credit as economic levers to regulate forcign 
economic activity. The import-export administrative 
system is to be reformed, command plans are to be 
abolished, and administrative interference are to be 
reduced.”’ Ten enterprises earning more than $10 million 
in foreign exchange, of good quality, of good reputation, 
and that are well run are to be selected from among large- 
and medium-sized state-owned enterprises as pilot 
projects for the granting of import-export authority for 
cotton and synthetic yarns and fabrics. 


In addition, we must pay attention to problems in 
another regard. International market competition is 
intense and protectionism severe for primary products. 
When products are similar, internecine strife and cut- 
throat pricing may easily occur. More than 50 foreign 
trade corporations in which we are running pilot projects 
must strictly enforce a uniform policy and improve 
supervision, those damaging the overall interest being 
severely punished with cancellation of their exporting 
authority. If the pilot project works out well, it will be 
gradually extended to other firms. This pilot project has 
a bearing on the overall situation. It must be run well; it 
cannot be botched. 


5) Stabilize the Supply of Natural Fibers: Give Priority to 
the Development of Chemical Fiber and Chemical Fiber 
Raw Materials Industries 


Efforts to revive and stabilize cotton production. to 
accelerate chemical fiber and raw materials production, 
and to make good use of other than cotton fibers 1s a 
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policy of strategic importance in the long-range develop- 
ment of China’s textile industry. 


To solve further the problem of reliance on the interna- 
tional market for large amounts of chemical fiber, China 
must make full use of the opportunity that a shift to the 
east of international chemical fiber production provides 
to hasten the development of China-produced chemical 
fiber. 


China’s Eighth and Ninth Five-Year Plans call for an 
increase from 7 million to 9.5 million tons in the amount 
of fiber processing by the end of the present century. 
Chemical fiber and chemical fiber raw materials indus- 
tries must be developed vigorously. We must get on with 
the building of projects to be included in the Eighth 
Five-Year to ensure that they go into production on 
time. Each of the projects already approved must be 
checked on one by one, the good ones allowed to survive 
and the poor ones eliminated. During the Ninth Five- 
Year Plan, chemical fiber raw materials plant building 
must be included among the key raw and processed 
materials industries to be given priority support. 


Preferential policies must continue to used for the 
importation of raw materials needed to produce chem- 
ical fibers, tariffs reduced year by year as a means of 
supporting the production of China-made chemical 
fibers. 


6) Intensification of All Reforms That Have as Their Goal 
the Building of a Modern Enterprise System and Trans- 
formation of the Enterprise Operating System as the 
Textile Industry Requires 


Enterprises themselves must do a good job of building a 
modern enterprise system and transforming the enter- 
prise operating system, implementing the “Enterprise 
Law” and regulations on transformation of the enter- 
prise mechanism to improve management. They must 
explore new mechanisms for business management 
reform to meet the needs of a socialist economy. They 
must improve investigation and research, do a good job 
of business planning, study and implement systematic 
business policies, further refine the steps to be taken in 
textile firm restructuring, explore new ideas and new 
methods for conducting macroeconomic guidance and 
serving the enterprise, and fulfill all tasks that the State 
Council has assigned to the Textile Association. 


1. All the reform measures of national economic work 
conferences must be diligently studied and imple- 
mented, the concrete effect on the textile industry of all 
reform plans clarified, and better ways of conforming to 
the new mechanism studied. 


2. In clarifying equity relationships and perfecting the 
enterprise legal entity system, reform of the enterprise 
system and management system must be substantially 
expanded, the intensification of reform serving as a force 
for textile industry restructuring, curtailment of the total 
number of textile enterprises, and accelerating transfor- 
mation. 
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3. Fostering of markets, and exploration and promotion 
of the development of all kinds of key production 
element markets, making the most of the role of markets 
in allocating resources, accelerating market forecasting, 
improvement of the information system are needed to 
serve the needs of business management and enterprise 
decision making. 


4. Further exploration of reform of the business manage- 
ment system is needed. 


SMALL-SCALE ENTERPRISES 


Impact of GATT on Rural Enterprises Viewed 
94CE0533A Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese No 4, 11 Apr 94 

pp 56-58 


[Article by Ma Zheshi (7456 0772 1395), a research 
project of the Department of Financial Affairs under the 
Ministry of Finance: “Way Out for Township Enter- 
prises After “China's Re-entry Into GATT] 


{Excerpts} After a dozen or more years of development, 
China’s township enterprises are fairly strong in eco- 
nomic strength. However, they are not fully matured vet. 
Following the gradual improvement of the socialist 
market economic system in China, township enterprises 
will be faced with a stern challenge. Particularly after 
China’s re-entry into GATT, its township enterprises 
will be more adversely affected. Can they survive? Can 
they find a way out? This article will try to answer these 
questions. [passage omitted] 


Opportunities and Challenges Confronted by Township 
Enterprises After China's Re-Entry Into GATT 


1. ““China’s return to GATT” poses challenges to town- 
ship enterprises. 


(1) The business operation of state-owned enterprises 
was not so flexible in the past. There were many “loop- 
holes” in their operation. As a result, township enter- 
prises were able to carry out production according to 
market demands and demonstrate their great vitality 
because “‘it is easy for small boats to make a U turn.” 
After China’s re-entry into GATT, township enterprises 
will be attacked from two sides. One side is from 
domestic enterprises, especially state-owned enterprises. 
The change in the operating mechanism and the sharp 
market competition have posed great threats to township 
enterprises. The other side is from foreign enterprises. 
Only those highly competitive foreign enterprises with 
high-quality, low-priced and varied products are able to 
enter the Chinese market. Therefore. a number of 
“‘advantages” will gradually disappear after China’s 
return to GATT, thus posing unprecedented challenges 
to township enterprises. 


(2) After China’s re-entry into GATT, the government 
must greatly reduce tariffs. Right now, China’s tariffs 
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average 22.5 percent. It must be reduced to approxi- 
mately 13.5 percent. In addition, another “pretext”—the 
nontariff barrier, needs to be whittled down. Therefore, 
foreign goods will flood the market in China, and town- 
ship enterprises will be seriously battered by such goods 
without exception. 


2. Township enterprises’ opportunities. 


(1) The international market will leave its doors wide 
open to China’s enterprises. Township enterprises 
should seize this opportunity to vigorously develop an 
export-oriented economy and fully exhibit their skills in 
handling business. 


(2) Township enterprises should take advantage of the 
opportunity of opening to the outside world to import 
advanced technology and attract foreign investment to 
carry out technical innovations and upgrade their prod- 
ucts in order to become highly competitive. 


(3) The international market provides more raw mate- 
rials to township enterprises through various channels. 
They no longer need to contend with state-owned enter- 
prises for raw material. They can import raw materials 
from abroad and carry out production according to the 
needs of the international market. 


What Should Township Enterprises Do? 


Faced with the imported foreign goods which are low in 
price and high in quality after China’s re-entry into 
GATT, what should township enterprises do? To meet 
the challenge and seize this opportunity to transform 
themselves is their only way out. 


1. Change our concept and meet the challenge posed by 
China’s return to GATT. 


The international and the domestic markets will become 
integrated after China’s re-entry into GATT. Therefore 
our narrow-minded concept on marketing is no longer 
applicable. Leaders of the township enterprises must 
change their concepts to suit the needs of the world 
market and meet the challenge from China’s return to 
GATT. 


(1) International market concept. After China’s 
returning to GATT, township enterprises must see things 
in perspective far beyond the narrow domestic market 
when they make their policy decision in management. 
They must take into consideration the situation of 
supply and demand on the international market and 
know more about competitors so as to make the correct 
policy decision. 


(2) Concept of fair competition. After China’s return to 
GATT, the domestic market will be drawn closer to the 
international market. A standardized market system will 
be gradually set up. At that time, foreign and Chinese 
commodities will compete with each other on an equal 
basis. Moreover, market regulations disallow the use of 
illegal means of competition. Therefore, township enter- 
prises must foster the concept of fair competition, and 
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stop the practice of contending for raw material and 
energy and of undermining state-owned enterprises. 


(3) Concept of international practice. The international 
practice is referred to those practices established by 
usage in international business contacts. After China’s 
re-entry to GATT, the international practice will become 
an important basis in guiding the various activities of 
township enterprises. To move towards the world 
market, township enterprises must understand and 
familiarize themselves with the international practice 
and carry out their business activities in accordance with 
such practice. 


(4) Concept of reputation. In carrying out international 
business activities, to honor contracts and keep promises 
is a rudimentary principle to be advocated by any 
enterprise. Therefore, township enterprises must create 
their own image in “maintaining a good reputation” and 
strive to open up the world market after China’s return 
to GATT. 


2. Change business strategy and develop export-oriented 
economy. 


After China resumes its GATT seat, township enter- 
prises will be faced with an issue of strategic change in 
business operation, which exists in the international and 
domestic markets. That is the issue of changing from an 
internally-oriented economy to the export-oriented 
economy. To accomplish this change. township enter- 
prises must first demonstrate boldness and courage. 
Specifically speaking, they must accomplish the fol- 
lowing tasks: 


(1) They must base themselves in China, while catering 
to the world market. Only by gaining a strong foothold in 
China, can our township enterprises show their strong 
economic strength and compete with others on the world 
market. The domestic market is our foundation. How- 
ever, we would have no future, if we pay attention to the 
domestic market only. Those enterprises which do not 
think deeply and plan carefully will soon or later be 
defeated in the world market in which the situation is 
changing at all times and competition is extremely fierce. 
Therefore, township enterprises must cater to the world 
market and temper themselves in the stormy interna- 
tional market. 


(2) They must vigorously develop the foreign-oriented 
economy. The foreign-oriented economy is an economy 
which places emphasis on export business. In the course 
of developing the foreign-oriented economy, township 
enterprises must pay attention to the following points: 


A. They must carefully analyze the situation on the world 
market, manufacture readily marketable products and 
strive to push sales on the world market. 


B. On the basis of “using imported technology. equip- 
ment and raw materials to produce more exports,” 
township enterprises must enthusiastically develop their 
businesses in manufacturing. processing and assembling 
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products with materials or specifications from foreign 
businessmen and through compensation trade. 


C. As for the product structure, efforts must be made to 
produce less resource products while manufacturing 
more highly processed goods. When conditions permit, 
township enterprises must try to develop more high- 
quality precision and sophisticated equipment. 


D. They must be good at absorbing advanced foreign 
technologies and managerial experiences, and strive to 
improve their management. 


3. Change the way township enterprises operate, and 
take the path of forming associations among enterprises. 


Township enterprises are scattered all over the country. 
An overwhelming majority of them are small in scale. 
After China’s return to GATT, to change the way they 
operate and take the path of forming associations among 
enterprises is an inevitable trend for township enter- 
prises in order to increase their market competitiveness 
and move towards the international market. By forming 
associations, township enterprises may fully demon- 
strate their superiority and improve their overall effi- 
ciency. Township enterprise groups generally fall into 
the following categories: 


(1) Enterprise groups that integrate agriculture, industry 
and commerce. There are many traditional products 
with special features mainly produced by a large number 
of township enterprises. They are quite popular on the 
international market. To earn more foreign exchange 
from exports, we must turn these township enterprises 
into loosely organized associations to handle exports in 
an unified manner. On the one hand, we must unify 
these scattered township enterprises, while on the other 
hand. we should push sales on the international market 
and expand our exports. 


(2) Enterprise conglomerates mainly composed of many 
single units. These enterprise conglomerates mainly turn 
out readily marketable products with major enterprises 
as their core. They are formed by many township enter- 
prises which steadily coordinate with one another. They 
may be combined to hook up development, production, 
processing and marketing to form an integrated whole 
and increase production in large quantity. By forming 
such conglomerates, township enterprises may be able to 
extricate themselves from community limitations, fully 
display their own superiority, rationally organize large- 
scale socialized production and do a better job in coping 
with the stern market situation after China’s re-entry 
into GATT. 


(3) Enterprises conglomerates mainly composed of mul- 
tiple units. In general, they are formed by several core 
enterprises which integrate scientific research, foreign 
trade, technology, finance and other essential productive 
factors. Combining scientific research, development and 
production, they systematize production procedures, 
arrange whole-set production and provide comprehen- 
sive services. Therefore, they are economically strong 
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and highly competitive on the market. By vigorously 
forming such enterprise associations, township enter- 
prises will be able to increase their competitiveness on 
the world market and earn more foreign exchange from 
their exports. 


(4) Enterprise associations which combine technology, 
industry and trade. They are groups which closely inte- 
grate technology, industry and trade. Being highly stable, 
they are able to withstand the battering by the storms of 
the world market. They are highly competitive on the 
market. They are of great significance in the develop- 
ment of township enterprises. 


4. Change Business Thinking, Develop Intensive Man- 
agement. 


In the past, China’s township enterprises were mainly 
labor-intensive. They paid little attention to saving 
energy and natural resources when they were told to 
bring into full play the abundant manpower and natural 
resources in China. After China’s return to GATT, all 
essential productive factors will gradually become mar- 
ket-oriented. Township enterprises’ advantages in accu- 
mulating seed capital, land, manpower and other essen- 
tial factors will gradually disappear. They may be easily 
defeated on the international market, if they continue to 
vigorously develop labor-intensive industry. Therefore, 
to change the business concept and develop intensive 
management is the most important and effective way to 
help township enterprises raise their economic efficiency 
and increase their competitiveness. To develop intensive 
management, it is necessary to pay attention to the 
following points: 


(1) Emphasis must be placed on increasing productivity 
instead of using more natural resources. 


(2) It is essential to give priority to tapping potential and 
developing technical innovations, and to vigorously 
reduce the consumption of natural and energy resources 
used by township enterprises. 


(3) Efforts must be made to make more use of the 
existing equipment. 


(4) It is necessary to strengthen ideological and voca- 
tional education among workers and help them improve 
themselves. 


China’s return to GATT provides township enterprises 
with the opportunity to bring about this change. Mean- 
while, the inflow of funds, technologies, natural 
resources and professional trained personnel has become 
more and more frequent. Township enterprises must 
seize this opportunity to vigorously attract foreign 
investment, advanced technologies and well trained per- 
sonnel, follow the path of developing high technology 
and bring about changes towards intensive management. 
Moreover, township enterprises must attach importance 
to training more professionally qualified personnel, cdu- 
cating and cultivating workers and improving enterprise 
management. 
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In spite of the fact that China’s township enterprises will 
face stern challenge after China’s return to GATT, they 
will not suffer a crushing defeat as long as they adopt 
appropriate measures, reshape their ideas, change the 
way and the tactics in handling their businesses, and 
vigorously attract foreign capital and advanced technol- 
ogies. On the contrary, they will definitely be able to 
occupy a seat in the world market. 


CONSTRUCTION 


Three Gorges Presents Tremendous Business 
Opportunities 

94CE0539A Beijing CHONGGUO WUZI BAO 
in Chinese 4 May 94 p 3 


[Signed article by Shi Yongfeng (2457 0516 5762): “The 
Three Gorges Project Provides Market Opportunities” ] 


[Text] Preparations are already in full swing for the 
Three Gorges Project on the Changjiang, a project that 
has attracted worldwide attention. Work on the principal 
part of the project will be started very soon. This project 
that will last into the new century will not only result in 
huge economic and social benefits, in such areas as 
electric power supply, flood prevention, and water trans- 
port, but will also, during the 17 years of its execution, in 
its new combination of a whole series of economic 
demands and substantial economic factors, provide 
market opportunities on a broad scale and for all 
branches of the economy. 


The Three Gorges as a Large Market 


The Three Gorges Project [TGP] is presently the largest 
engineering project of the world, also a project that 
requires the largest population transfer in the world. The 
huge engineering project, the huge population transfer, 
and the huge capital investment, are each undertakings 
that are bound to create their own huge markets. 


The Financial Market. The financial demand of the TGP 
is huge, and this demand will change according to 
commodity prices in the market. The special team of 
TGP investment experts estimated, based on the price 
level of May 1993, that the static investments will 
amount to 95.4 billion yuan. The so-called “static invest- 
ments” do not include reserves for price differences due 
to commodity price inflation and interests on loans 
invested in the execution of the project. If such reserves 
and interests were included, the capital requirements of 
the project would be substantially higher. The state has 
already decided to make full use of the market mecha- 
nism in connection with the TGP, so that capital require- 
ments will mostly be obtained from the market, and 
persons in charge are considering the issue of shares and 
bonds to finance the TGP. This would create a huge 
financial market and as such provide opportunities for 
the banking trade, the securities trade, and for whoever 
is eager to invest in shares and bonds. 
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The Commodities Market. The TGP will also require a 
huge amount of commodities. As to raw and semifin- 
ished materials, it will require 10.8 million tons of 
cement, |.95 million tons of steel products, 1.95 million 
tons of timber, 1.8 million tons of “pulverized coal ash” 
(fen-mei-hui), | million tons of petroleum products, 
100,000 tons of explosives, over 10 million tons of house 
construction materials, and 65 million tons of sand and 
stone. The construction will also require large capacity, 
and high horsepower excavators to excavate a large 
tonnage of earth and stone, also loaders, bulldozers, 
self-unloading trucks, and concrete mixers. As to large 
equipment, the TGP will require 26 sets of large water- 
wheel type generators of 700,000-kw capacity each, of a 
total weight of about 200,000 tons. Further requirements 
will be for large 500-kilovolt dc/ac transforming unit. for 
over 260 sluice gates of various kinds, of a total weight of 
over 260,000 tons, and for ship lifts of altogether more 
than 110,000 tons. All this machinery and equipment is 
to be furthermore supplied with supplementary com- 
puter controls, an overall automated system, a commu- 
nications system, and monitoring systems. Most of these 
materials and items of equipment will have to be found 
satisfactorily in reliance on market regulation, and will 
be purchased through public international and domestic 
bidding. This will provide all competent manufacturers 
with an opportunity to display their capabilities. 


Market for the Transport Industry. According to expert 
computations, all materials and equipment required for 
the TGP will amount to around 80 million tons. Apart 
from 30 million tons of sand and stone which can be 
obtained near the project site, there will still be about 50 
million tons of materials and equipment to be shipped in 
from other places. There is also the transfer of popula- 
tion, and the factory and mining enterprises. adminis- 
trative offices, and schools, which will have to be moved 
away before submerging the area. All this will create a 
huge market for transport services at the TGP site and 
throughout the entire TGP reservoir area. 


Market for the Construction Industry According to initial 
planning, 78.89 million cubic meters of earth and stone 
will have to be excavated in key TGP operations, 31.24 
million cubic meters of earth and stone will be used for 
structural purposes, over 400.000 square meters will be 
used for key parts of the project itself and for the 
construction of housing for living quarters and public 
welfare establishments. On the project site, over 100 km 
of arterial or main highways have to be built inside the 
work area. The construction market ts even larger for the 
transfer out of from the TGP reservoir area of industries 
and private buildings before inundation. All this will 
promote a flourishing market for the construction 
industry in the TGP area and a rapid development of the 
real estate industry. 


The Labor Market. Being a modern engineering project. 
the TGP will not launch a “human wave warfare.” but it 
will still require manpower of considerable proportions. 
During the pivotal project construction period, the max- 
imum manpower requirement will be around 25.000 
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persons. During the |7 years of the project, a total of 
over 200 million manpower workdays will be required. 
For rebuilding purposes after the outward transfers, a 
large manpower contingent of about 3.5 million persons 
will be required. All these needs will absorb much 
manpower from outside the district, and it will create in 
the TGP area a labor market differentiated at several 
different levels. 


A Technology and Information Market. The huge dimen- 
sions of the TGP will involve complex technologies, 
some without any precedent. Following the rapidly per- 
fection of the socialist market mechanism, technologies 
required for the TGP will to a large measure be obtained 
in the technology market. This will create markets for the 
various particular technologies in such areas as manu- 
facturing, construction, project management, etc.. as it 
will also provide opportunity for those happily engaged 
in the science and technology fields to show their worth 
through the science and technology market. Moreover, 
the need for information services with regard to invest- 
ments, construction, transportation, labor affairs, tech- 
nologies, etc. needed in the TGP will provide an enticing 
and profitable opportunity for traders in information. 


The Consumption Market. With the construction of the 
TGP, there will be a dramatic increase in population, 
attracted from outside the area. Relevant agencies have 
estimated that as soon as regular engineering work will 
have started, there will be an average daily population 
inflow into the TGP area of as high as 5 million 
person-times, and among these there will be a daily 
average of over 200,000 person-times of tourists from 
abroad. Clothing, food, lodging, and transportation for 
these millions of newcomers will create a huge consump- 
tion market in the area. This will provide excellent 
opportunity for the development of the tertiary indus- 
tries, such as tourism, food and beverage services, and 
for merchants. 


The Whole World Fighting to Share the TGP Market 


The designated outline of the TGP will comprise con- 
structions over an area of 15 square kilometers. At 
present, work has not yet formally started, but a fero- 
cious competition has already begun for a share in the 
TGP market. 


Since tenders for some work had been issued in Sep- 
tember of last year, over 100 large enterprises throughout 
the country have joined the competitive bidding for 
TGP work, and up to today. 32 work teams have already 
arrived at the TGP construction site. Contracts awarded 
as a result of competitive bidding for some engineering 
projects amount to over 3.2 billion yuan. Some famous 
foreign companies and manufacturers have also joined 
the ranks of competitors for a share in the TGP market. 
In the latter part of December of last year, the TGP has 
for the first time issued international tenders for large- 
scale construction machinery. Within only three days 
from issuing the tender, | 1 world-famous manufacturers 
of engineering machine from the United States, Japan, 
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South Korea, Germany, and Sweden, and also one joint 
venture enterprise, had submitted bids. After a compre- 
hensive scrutiny by a team of experts with regard to these 
firms’ strengths, equipment, technological capability, 
delivery times, and after-sale services, five manufac- 
turers were awarded contracts. Powerful foreign and 
domestic banks and security corporations were also 
closely watching the TGP, and there is fierce rivalry for 
the financial market connected with the TGP. Some 
financial institutions of worldwide renown have set up a 
competent group for an analysis of the feasibility of 
reorganizing the Gezhouba Power Station into a stock 
corporation and marketing its shares, and are now com- 
peting to become underwriters for TGP shares. 


The seat of the TGP is in the city of Yichang, and Chinese 
as well as foreign entrepreneurs now regard that city as a 
“bridgehead” for their assaults on the TGP market. For 
the last one year, enterprises from 11 provinces and 
municipalities throughout the country have started over 
210 projects in Yichang in support of the TGP. Foreign 
and domestic real estate firms have vied with each other in 
investments and developments in Yichang. Up to the 
present, 156 real estate firms have registered in Yichang, 
also 329 construction enterprises, and construction teams 
numbering over 40,000 persons have already arrived in 
Yichang to start on development work, while | billion 
yuan of capital from outside the region has flowed into the 
TGP site. To capture a share of the TGP market. many 
foreign firms have come to Yichang to form some of the 
“three-type financed” enterprises. Up to the end of 1991. 
there were only 38 of such enterprises in Yichang. but 
during the period of somewhat over one year since the 
TGP got started, they have increased to 370, with a 
registered capital of $641 million. 


The TGP offers many opportunities, and competition is 
also as fierce as ever. Only great strength will get you an 
“entry ticket” to the TGP market. Noting the TGP ten- 
ders, which are so fervently coveted by everybody. many 
quite impressive large domestic manufacturers still feel 
not strong enough and have decided to finally join up with 
other competent firms to participate as a group in the 
competition. As a result, many a “combined fleet,” com- 
posed of several very sound enterprises, has appeared 
among the large armada of bidders at the TGP. At the first 
tender for principal parts of the project, conducted in 
January of this year, eight “elite brigades” of the country’s 
hydro-electric construction enterprises participated in the 
bidding, and the competition was extremely fierce. In bids 
for the permanent ship locks, the difference between 
lowest and highest bid was 210 million yuan, for the 
temporary locks the difference was 420 million yuan. 
Unless one has abundant strength and evident superiority, 
no one can hope to intrude into the TGP market. 


FOREIGN TRADE, INVESTMENT 


Trade Journal Questions Rise in Foreign Goods 


94CE0569A Beijing ZHONGGJO MAOCU BAO 
in Chinese 14 May 94 pp 1, 2 


[Article by Yi Xudong (2496 2485 2639) and Xie Yuan 
(6200 5373): “How Are Foreign Goods Getting Into 
China?”’} 
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[Text}Marx and Engels pointed out in the Communist 
Manifesto that: “The development of a world market by 
the bourgeoisie has given an international character to 
production and consumption in all countries...The past 
local and national state of being self-sufficient and closed 
to international intercourse has been replaced by mutual 
dealings among all nations and parties and interdepen- 
dence among all parties.” 


We humans are intelligent, but also are often prone to 
make mistakes. While it is impossible to evade learning 
lessons from our mistakes, we need to overcome as quickly 
as possible the common-cycle pattern of trial— 
failure—retrial. 


China's opening up to the outside world seems to have put 
a big oar into a calm lake, stirring up the stagnant waters, 
with even Chinese citizens who had always been cele- 
brated for their loyalty and honesty suddenly turning into 
“floaters” who are not so “well-behaved.” 


The floods of foreign goods are certainly not entering the 
Chinese market through one aboveboard avenue. Some 
are climbing over the wall, others are getting in through 
holes in the wall, and yet others are forcing their way in 
through loopholes in the open door, with even more 
disguising themselves and dressing up in all sorts of ways 
to each enter in their own way. Some cannot be called 
proper, being nothing but ‘‘fake foreign devils.” 


Many honest people are overtly or covertly asking the 
question: How are these foreign goods getting into 
China? 


The customary mode of thinking is that the items in state 
stores are sure to have been purchased and stocked by 
state organizations. While the state has certainly orga- 
nized imports of a group of foreign goods, with certain 
departments and hotels involving foreigners also having 
purchased certain foreign goods with foreign exchange, 
this certainly has not reached the level of “a blizzard.” 


The purpose of importing consumer goods was to make 
up some domestic-market shortages, meeting the special 
needs of some figures with high consumption standards, 
and providing objects to use for reference in the devel- 
opment of Chinese manufactured goods. But this has 
been accompanied by ever-more people chasing after 
foreign goods, with an ever-growing “appetite” for 
imports. 


The Beijing Grain and Edible Oil Import-Export Corp's 
Consignment Department began to sell foreign liquor in 
1978, now handling over 400 categories. An official at 
this department says that while they at first provided 
foreign liquor only to all large hotels, competition has 
sharpened on the foreign-liquor market in the last two 
years to the point where, while foreign-liquor merchants 
have signed contracts with his department. forcign- 
liquor sales firms are privately selling directly to hotels. 
So his department has shifted its operations from foreign 
exchange service at hotels to RMB. selling foreign liquor 
at department store shelves. Such sales in 1992 reached 
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about 90,000 cases, with the price of a case of 12 bottles 
of foreign liquor varied sharply, and even the same kind 
of liquor selling for sharply differing prices at different 
places. For instance, a 70-cc bottle of XO brandy selling 
for 600 yuan by this department brings 690 yuan at 
Wangfujing food shops and 900 yuan at airport service 
departments. The most expensive French brandy, Louis 
13, selling for 5.700 yuan a bottle by this department. has 
shot up in price to 8,000 yuan by the time it reaches the 
shelves of Beijing's Wangfujing department stores. 


A decade ago or so, foreign goods were extremely rare on 
domestic markets. While there were naturally many 
reasons for this, the most important one was planned 
control, which might have been called a little too mgid. 
but was very effective. If not listed in the foreign trade 
sector's plans, no one could import. with everything 
locked up tightly. But today, this lock 1s somewhat rusty. 
While reform has eased the restraints on enterprise. it 1s 
sometimes hard to keep such authority from being 
exploited. And while the state still holds the import- 
restriction list, its direct control 1s actually not as effec- 
live as it once was, with imports “pouring in” since 
control was eased. 


On the other hand, in an attempt to “get back into the 
GATT,” China has promised a first-step 50-percent 
tariff reduction, lowering our tariffs to the level of a 
developing country. On | April 1992, the Chinese Gov- 
ernment abolished the regulatory tax on imports: and 
starting on 31 December 1992. it lowered tariffs on 
3.376 import commodities, for an average 7.6-percent 
drop, which was the broadest in scope of our successive 
tariff adjustments involving commodities, including 
53.6 percent of the taxable items on China’s “Customs 
Import Tariff Regulations.” Then on 31 December 1993. 
it further adjusted commodity tariffs on 2.898 duty 
paragraphs, lowering the average tariff rate from 39.9 
percent to 36.4 percent, for a drop of 8.8 percent. as well 
as reiterating that the new tariff rates would go into effect 
on the day that imports were declared. 


China has made these tariff concessions as its “entry 
cost” for “getting back into the GATT.” 


Having gone from a controlled iron lock to a tariff line of 
defense. we are now unable to defend our “national 
gates. 


This brings to mind that widely popular saying that 
“control stifles. but easing brings chaos.” The dilemma ts 
that such generalizations in immeditate activities often 
are quite accurate, in that once the state “eases control,” 
foreign goods increase sharply on our markets. 


Through what channels are these foreign goods actually 
flooding 1n? 
The SEZ “Windows™ and “Fake Foreign Devils~ 


The Bible's description of the mindset of Adam and Eve 
when eating the apple—of psychological defiance. leads 
us to do a follow-up coverage. 
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The area around the Anshun Bridge in Chengdu is a 
famous wholesale market for nonstaple foods in Western 
Sichuan. 


A wholesaler there is wholesaling a just-arrived imported 
food—*strings of fish from Thailand,” with six pieces of 
unknown fish of varying size strung on a long thin 
bamboo strip, wholesaling at 0.25 yuan, and retailing at 
0.32 yuan. This shop is also dealing in items, such as 
Swiss candy, Japanese fructose, and U.S. chocolate. 


The manager is a thin-looking, intelligent and a capable 
Chinese. When he hears what I have come for, he thinks 
for a moment, and then says that “as long as you do not 
use Our company’s name, I will respond to your ques- 
tions at once.” 


As this 1s very easily done, I respond that “I will respect 
your wishes.” 


So he frankly put his cards on the table, saying that: 
“Imported foods have to come through SEZs. My goods 
here come from one, Shenzhen companies and two, 
Shantou-company imports.” 


At what price are they imported through Shenzhen and 
Shantou? While I am unable temporarily to find this out, 
his words provide me with a possible estimate. ““These 
fish in Thailand can be caught in any stream, being 
equivalent to the little fish that we feed to cats here, and 
very common. During dog days, foreign shopkeepers can 
make money on them at any price.”’ He speaks half out of 
envy and half out of resentment. 


These fish strings pass through several hands, with local, 
foreign, and intermediate merchants all making money 
on them, and all very happy about it. 


Another trading firm claims to be in charge of the overall 
sales in Sichuan of candy and cookies made by the Hong 
Kong “Chiatun” and “Chinpaili” companies. The man- 
ager candidly reports that his business also comes 
through intermediate SEZ firms. Several other managers 
speak of their business channels, roughly yet clearly 
outlining the basic track of their foreign food imports 
and foreign exchange “exports,” or through the same 
channel as the “Thai fish strings.” 


A few days later, I again go to interview the manager of 
a shop that sells mostly foreign cosmetics. 


The manager has gone to Guangzhou to pick up goods. A 
seemingly “white-collar” female clerk discloses in a chat 
that: Most foreign cosmetics are purchased with the help 
of various companies in places, such as Guangzhou and 
Shenzhen, with those having “close connections” and 
“high prestige’’ needing only to send a telegram for the 
goods to be dispatched in a container, but those with 
only “ordinary connections” having to go to pick up the 
goods with cash or checks. 
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I interview another six “shopkeepers” at this market, all 
of whom admit after some conversation that all of their 
foreign-goods purchase channels are the same as for the 
foreign cosmetics. 


The concerned departments also verify this point, that 
most Japanese, U.S. British, French. South Korean. and 
Thai cosmetics and other consumer goods on markets in 
places, such as Beijing. Shanghai. Tianjin. Nanjing. 
Guangzhou, Harbin. Shenyang, Wuhan, Zhengzhou, 
Shijiazhuang, Hefei, Jinan, Changsha. and Chengdu. are 
wholesaled to them by companies in SEZs. such as 
Shenzhen and Zhuhai. 


All of the “tributaries” [of the flood of foreign goods] are 
traced back to the same “source”—SEZs. 


The four SEZs of Shenzhen, Zhuhai. Shantou. and 
Xiamen enjoy reduced duties on imported goods. with 
all imports to the large SEZ of Hainan enjoying a 
50-percent tariff reduction. But due to management 
flaws, large amounts of foreign consumer goods flow 
from these few “beachhead positions” into the interior 
in a never-ending stream. Data from the pertinent sector 
show that nearly 500 cases of sales to the domestic 
market from these five SEZs were discovered in 1993, 
for an overall case value topping 200 million yuan. 


But how many cases were not discovered? An insider 
responds in a definite tone that “at least 10 times as 
many!” 


Except for the abovementioned two “channels” for for- 
eign goods, proper ones, particularly for dress fashions, 
footwear and hats. and bedding. are certainly few. From 
imitation gold jewlery seen in the streets and lanes. to 
Hong Kong and Macao dress fashions that take a young 
girl’s heart. and from luxurious electronic printers to 
dancehall Nikes, most of these many dazzling “foreign 
goods” come from “the three kinds of foreign trade 
enterprises” in southern coastal zones. Certain people in 
the interior often pick up phrases and pass them off as 
their own, fearing only that they might be out of date. 


And how many of these “fake foreign devils” are of 
foreign “extraction?” 


While some “fake foreign devils” are “adopted” from 
abroad, most of them are made by Sino-foreign joint 
ventures. Most well-known foreign drinks, such as Coke, 
Pepsi. and Shweppes. are made from U.S. raw materials 
bottled and sold in China. So many people believe that 
they “qualify as foreign goods.” 


Nikes sell for 90-300 yuan a pair. The “shopkeepers” 
selling them all vow solemnly that they are “certified 
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foreign goods,” indignantly and vehemently asserting 
that “if they are fake, I will pay you 10 for one,” while 
buyers seem to believe that the higher the price, the more 
proper the shoe [origin]. But a question that could be no 
simpler is so obvious: How could our country have dug 
up overnight so many children with gold-filled pockets, 
with so much foreign exchange to import those curved- 
hook-adorned Nikes? 


The simple figures given by a clerk in a Chengdu sporting 
goods store reveal the inside story: As a pair of Nikes on 
the international market cost in RMB converted from 
dollars (at pre-1992 rates) 450-700 yuan. why would a 
blue-eyed, blond-haired shopkeeper sell them to China at 
such a particular bargain? Of the Nikes in China, except 
for fakes, how many are qualified goods? 


Is this due to the storm of self-belief in having unlimited 
space and freedom, or to an overt or covert scrambling 
after the “foreign-fad mindset?” 


The “three kinds of foreign trade” enterprises are the 
mainstream of this “channel.” 


The foreign firms involved in the “three kinds of foreign 
trade” enterprises bring to China not only capital and 
technology. but also overseas sales markets and foreign 
trademarks, all entering and exiting duty-free. Those 
“crafty-brained” people exploit “loopholes,” bringing in 
more than they declare at customs, and then selling the 
rest on the domestic market after manufacturing. The 
fashionable clothing, footwear. hats. and bedding in 
clothing shops in all areas. with foreign names but from 
Guangdong, Fujian, and Zhejiang, are such “overseas” 
products. 


Of the nearly 10,000 kinds of products made by the 
thousands of the “three kinds of foreign trade” enter- 
prises in the city of Shenzhen. some thousands are sold 
directly to the international market. These are products, 
such as watches, TVs, cameras. toys. clothing. and bev- 
erages, of which 10-15 percent. according to the perti- 
nent regulations, can be sold in China. So some com- 
modities with foreign trademarks enter the Shenzhen 
market, then are “passed on” to the domestic market, to 
become “imported commodites” that were not 
imported. 


So most of the many “foreign goods” on the shelves in 
Shenzhen and inland China are made in Shenzhen and 
by other “three kinds of foreign trade enterprises.” 
Meanwhile, certain trademarks are accordingly “lost.” 


The experts estimate that some foreign packaging and 
trademarks make up 50-200 percent of the selling price, 
being absolutely a replay of “selling the box in exchange 
for the pearl.” 


The In-Transit . @” and Rampant “Smuggling™ 


The large nun vf troublemaking “traveling buyers” 
are another of tnese “channels.” 
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Some of these are Hong Kong and Macao residents living 
very close to foreign trade ports, such as Gongbe: and 
Shenzhen. 


They exploit the state-allowed loophole that Hong Kong 
and Macao compatriots can make multiple entries and 
exits, specially bringing in products for which the state 
restricts imports, mainly tobacco and alcohol. some 
making more than 10 trips a day. and selling to street 
peddlars. On 20 September 1988. the state adjusted its 
policy, restricing Hong Kong and Macao residents to 
only a carton of cigarettes and one bottle of alcohol. plus 
strict inspection, which restrained somewhat the actions 
of these “traveling buyers” from Hong Kong and Macao. 


How many of these “traveling buyers” from Hong Kong 
and Macao, as well as from the mainland. are actually in 
operation every day? While some say that they number 
at least 2.000 a day. this is of course merely an estimate. 
In fact. it is impossible for anyone to accurately count 
the numbers of such “traveling buyers” in these two 
categories [Hong Kong and Macao. and mainland 
China]. 


But one point is certain, that the “undercurrent” is quite 
strong. 


There are two separate customs disciplines. with no 
exports by local residents, while those local “cattle” 
called human carriers congregate at foreign tourist exit 
points, often asking to take in those bulging red “horse 
sacks.” The “horse-sack™ stuffing can be seen every- 
where: when there are too many and diverse goods, 
ordinary tourists cannot carry such concentrated 
amounts. 


To earn an exit “hardship fee.” some “tourists” ask for 
two boxes of foreign soap or a carton of foreign ciga- 
rettes, saying that they “just want to be helpful.” Much 
of this has been discovered. 


If it is said that the loss of state import control. irregular 
importing through SEZs, and infiltration by “traveling 
buyers” have caused this great invasion of foreign goods, 
then the increasingly rampant smuggling only adds fuel 
to the flames. 


The most glaring impact of smuggling on domestic 
markets is in foreign cigarettes and VCRs. A conserva- 
tive estimate is that over 80 percent of these two goods 
on our markets are smuggled. 


As to cigarettes, in the last two years the State Tobacco 
Monopoly has allowed consignments of only some tens 
of thousands of packs of foreign cigarettes. But along our 
southeast coast, anti-smuggling teams have long since 
seized far more than this number of smuggled cigarettes. 


Data from the pertinent Chinese department show that 
more foreign cigarettes are smuggled than household 
electronics. such as VCRs and color TVs, making them 
the largest quantity of smuggled goods, or 60 percent of 
the total. Cigarette smuggling costs the state tariff losses 
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of nearly 4 billion yuan a year, while Chinese customs 
normally collects only around 18 billion yuan in tariffs a 
year. 


Since 1992. automobiles have become the bestselling 
smuggled import, with some coastal zones having turned 
into markets for imported cars. In the first half of 1993. 
customs and public security organs throughout China 
seized 6.791 smuggled cars, 4.7 times that for all of 1992, 
with a gross value of 1.53 billion yuan. 


In certain places. smuggling has been “elevated” to 
activity of enterprise investment in shareholding and 
bank lending. Various enterprises and institutions, such 
as companies subsidiary to government organs and law 
enforcement agencies, are taking an increasing part in 
smuggling. using public monies or bank loans for smug- 
gling in collusion with outside criminals or even Chinese 
companies abroad. On 28 April 1993, two companies in 
Yantai Shandong jointly put up 20.07 million yuan with 
a certain Penglat municipal department, smuggling in 91 
Japanese cars through the manager of a certain Hong 
Kong company. When they hired a South Korean 
freighter to ship them to the seacoast at Mouping 
County, they were seized by the Yantai public security 
and border defense departments. 


As to VCRs, the pertinent department has investigated 
and discovered that over 90 percent are “smuggled 
goods.” Authoritative statistics for 1988 to 1992 show 
that as many as 5.625 million VCRs were sold on 
China’s domestic markets. In 1991, our VCR market 
sales reached 1.896 million, while our domestic output 
was only 217,000. 


A reporter from a central news unit in Beijing went to the 
Beijing Department Store and the Xidan Market, finding 
that all of the VCRs in these two large stores had been 
bought from certain trading companies, in places, such 
as Guangdong, Hainan, and Fujian, with some being 
secondhand, and others even thirdhand. 


Smuggling is mysterious and enigmatic to track down, 
most occuring jointly with overseas smuggling gangs and 
Mafia-tvpe organizations, and spreading by boat from 
our southeast coast to places, such as Guangxi, Jiangsu, 
Shandong. Hebei, and Liaoning. particularly maritime 
smuggling north of Hangzhou Bay. Despite severe crack- 
downs, it 1s still growing steadily. 


In recent years, smuggling gangs from Hong Kong and 
Macao have gone in again in a big way for “speedboat 
smuggling.” using superhigh-speed motorboats equipped 
with installed power as high as 750-1.500 hp in coordi- 
nation with mother ships on the high seas to carry 
smuggled goods, which are hard for our naval vessels to 
catch. Some smuggling speedboats are equipped with 
highly accurate infrared radar, not having to use the 
naked eve to watch the sea while traveling at high speed, 
with some ships even equipped with four or five trans- 
ceivers, specially used to keep in contact with outside 


bosses, mainland sites, intelligence ships, and goods- 
transfer ships, as well as to monitor Chinese communi- 
cations. Some are even equipped with bulletproof armor, 
arrogantly named “invincible,” daring even while smug- 
gling goods to circle three times our anti-smuggling ships 
dispatched to intercept them, then shouting “bye-bye,” 
turning up their motors, and speeding away. 


Chinese customs and coast guard vessels are tracked and 
monitored by smuggling gangs. At certain forward anti- 
smuggling customs positions, smugglers set up on the 
periphery “enemy agents,” so that every time a ship sets 
out to sea, or even when anti-contraband leading cadres 
appear on the docks, the smugglers quickly convey this 
information to smuggling ships at sea, reporting that 
“the big white shark its in action again!” This makes it 
much harder for us to track down smugglers. 


Even worse, certain large smuggling gangs employ armed 
bodyguards and hatchet men, engaging in armed smug- 
gling, with incidents of violent resistance against anti- 
smuggling occurring constantly. 


Aided by moder smuggling tools plus tight smuggling 
Organizations, smuggling gangs are steadily elevating 
smuggling activities to unprecedented heights. 


These shadows tinged with modern tools are hanging over 
our socio-economic body. The price difference between 
overseas and mainland commodities, import tariff loop- 
holes, and regional disparities in Mainland China, have all 
turned into a medium seen as more precious than life or 
soul—money. Dealings at sea have developed from one 
watch to tons of textiles, and then again from textiles to 
TVs, triple-use machines, refrigerators, cigarettes, and 
even human smuggling. So degenerate, corrupt, and 
abnormal human relations are undoubtedly established on 
such abnormal economic relations. First hundreds, then 
thousands, and finally tens of thousands of people from 
overseas and China come navigating the seas from afar 
travel-worn and weary. While some are purely agents, 
others are playing the card of certain units having sent 
them abroad on public business. Even more are accompa- 
nied by burly chaps and women. destroying families with 
millions of yuan. The Taiwan Strait has become a hotbed 
of smugglers. 


These are the “overt” and “covert” channels through 
which foreign goods get into China. 


This 1s nothing but a thinly disguised secret. 


The steadily growing market for foreign goods has 
induced people to compete to buy them, thus changing 
our public mindset. Chinese consumers with only a few 
sq m of housing space each seem to have forgotten their 
Straitened circumstances. buying foreign cigarettes at 
high prices, drinking foreign liquor, wearing brand-name 
foreign clothes and shoes, and playing with forcign 
household electronics... which has eroded their already 
weak “awareness of Chinese goods,” even tearing at the 
national self-respect and self-confidence of a certain 
number of our compatriots. 
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Official Lists Welcome Investment Areas 


94CE0506A Beijing JINGJI CANKAO BAO in Chinese 
28 Apr 94 p I 


[Article by Wen Zi (2429 1311): “China Sets ‘Green 
Light Areas’ for Foreign Investment in Infrastructural 
Facilities, Basic Industries, Technical Innovations, Cap- 
ital and Technology Intensive industries] 


[Text] During an interview not long ago, Lin Kun, 
Deputy Director of the Department of Foreign Invest- 
ment under the Ministry of Foreign Economic Relations 
and Trade, said that from now on, we will act in 
accordance with the state industrial policy and energet- 
ically attract foreign investments and encourage foreign 
investors to invest in building Infrastructural facilities 
and basic industries, promoting technical innovations in 
various enterprises, developing capital and technology 
intensive industries, and in engaging in banking, com- 
merce, tourism and real estate business. 


He revealed that from now on China will encourage 
foreign investors to invest in the following fields: 


(1) New agro-technologies and comprehensive develop- 
ment projects including the development of fine high- 
yield crops of new varieties, fine breeding stocks and 
breeder fowls, highly efficient but less toxic insecticide, 
concentrated phosphatic fertilizer and compound chem- 
ical fertilizer, full-rate compound feed and additive, new 
technologies for the preservation of the freshness of 
agricultural products and meat, fast-growing forests and 
advanced multiple function farm machinery. 


(2) Industrial projects for the development of energy, 
transportation and major raw materials that China needs 
badly such as the construction and management of 
power stations, the designing and manufacture of coal 
mining and transporting equipment and the comprehen- 
sive utilization of coal; and projects involving the con- 
struction and management of local railways, highway 
bridges and harbor facilities and new technologies and 
equipment for railway transportation, the construction 
of iron-smelting plants with a capacity of smelting 
500,000 tons or more tons and steel-smelting or com- 
bined iron and steel mills with a steel-smelting capacity 
of more than 200,000 tons and plants that produce flat 
cold and hot rolled steel sheets, 5-inch or larger diameter 
monocrystal silicon, non-ferrous compound materials 
and new-type alloy materials and synthetic rubber and 
the comprehensive utilization of synthetic rubber, fine 
chemicals and new products made of organic chloride. 
Foreign investors are also welcome to invest in the major 
petrochemical projects to be developed in the 90's. 


(3) Projects of advanced technology. This calls for the 
introduction of facilities of advanced technology badly 
needed in China to improve production quality, con- 
serve energy and raw materials, raise technical standards 
and economic efficiency and manufacture new products 
and equipment that will fill in the gaps and meet market 
demands in China such as large power generating and 
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auxiliary equipment, water pumping and energy storing 
machinery, tubular turbine, high-precision and high- 
efficiency numerically controlled machine tools and 
functional devices, molds, auto-parts, innovative instru- 
ments for industrial automation, new textile and paper- 
making machinery sets. 


(4) Projects that will expand exports to earn more foreign 
exchange. This calls for efforts to develop projects to 
meet the demands of the domestic market, upgrade 
production quality, and turn out more products that will 
earn more foreign exchange such as machinery and 
electrical equipment, complete plants and equipment, 
integrated products, and basic components, accessories 
and parts. 


(5) New technologies and equipment for the comprehen- 
sive use of natural resources and the recycling of mate- 
rials such as the development of low-BTU fuel and 
associated natural resources and the comprehensive uti- 
lization of industrial wastes. 


Lin Kun pointed out that China restricts the develop- 
ment of those technologies that had already been repeat- 
edly developed or imported and the construction of 
factories which have already turned out more than 
enough products for the domestic market or those which 
are unable to export most of their products, or those 
whose exports are placed under a quota system such as 
factories which turn out general home appliances, alu- 
minum window frames. retreaded radial tires, photo- 
copy machines, general equipment for the manufacture 
of long or short fiber terylene, cotton or woolen textile; 
rebuild old motor vehicles; and manufacture general- 
purpose radio sets, receiver-recorder combination sets 
and black-white television picture tubes. Those factories 
also include small plants that produce low-grade cement, 
disposable syringes, taxi-cabs (involving the purchase of 
imported cars) and oil-refinery equipment with a 
capacity under 250,000 tons. 


Projects with foreign investments in the fields which 
involve banking, insurance, the buying and selling of 
securities, retail commerce, foreign trade, audio or video 
recording, publication and printing and aviation trans- 
portation are subject to the approval of the relevant 
department of the government. 


Lin Kun said that in accordance with the international 
practice, China will ban any project that undermines 
national security; hampers the national economic and 
social development; harms social and public interests; 
pollutes the environment; destroys natural resources; 
and engages in mining or processing radioactive min- 
erals, in postal and telecommunications business. in 
radio and television broadcasting, in journalism and in 
the production of military supplies. 
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AGRICULTURE 


Fertilizer Shortages, Price Increases Viewed 


94CE0S40A Beijing NONGMIN RIBAO in Chinese 
27 May 94 p 1 


[Article by Jiang Ping (1203 1627): “According To 60 
County Investigations, There Are Shortages of Chemical 
Fertilizer and Sharp Price Increases”’} 


[Text] According to statistics from 60 county on the spot 
investigations, from January through March of this year, 
chemical fertilizer reserves were 882,000 tons, a 13 
percent reduction from the same period last year. What 
is important is that high grade chemical fertilizer 
reserves declined. Within that, urea reserves declined by 
30 percent compared to the same period last year; 
diammonium phosphate declined by 17 percent; potas- 
sium fertilizer declined by 22 percent; and compound 
fertilizer declined by 24 percent. There are resources to 
supply only 2.4 million tons of the 3.6 million tons 
required for all of Jiangxi Province, a 1.2 million ton 
shortfall. Chemical fertilizer reserves in the Zunyi region 
of Guizhou Province at the end of February were 59,000 
tons, comparable with last year, a shortfall of 50,000 to 
60,000 tons. Present chemical fertilizer deliveries from 
the Kenli Region of Heilongjiang are 250,000 tons, a 40 
percent shortfall. and deliveries of pesticides are 1,000 
tons, a 70 percent shortfall. Jianning County in Fujian 
Province has only 233 tons of potassium chloride, only 
13 percent of the annual requirement, and reserves of 
imported compound fertilizer are only 183 tons, 18.3 
percent of annual use. 


According to overall data collected from sixty county on 
the spot investigations, composite price indices for six 
tvpes of chemical fertilizer, urea, diammonium phos- 
phate. ammonium carbide, potassium fertilizer, phos- 
phate fertilizer, and compound fertilizer, rose by 24 
percent over the same period last year. Within that, the 
price of urea rose by 18 percent; diammonium phos- 
phate rose by 25 percent, ammonium carbide rose by 19 
percent; potassium fertilizer rose by 15 percent; phos- 
phate fertilizer rose by 30 percent; and compound fertil- 
izer rose by 27 percent. The retail price of urea in 
Liaoning rose from 1,300 yuan per ton last year to 
1.400-1,.500 yuan this year and diammonium phosphate 
rose from 1,600 yuan per ton last year to 2,200 yuan. In 
Shaowu County, Fujian Province and Shuangliu County. 
Sichuan, the price of diammonium phosphate reached 
3.200 yuan and above. 


The sharp rise in the price of chemical fertilizer this year 
is created for the following reasons: The first is that the 
state has revised the supply policy for agricultural means 
of production. Fertilizer linked to grain and cotton has 
changed from subsidy in kind to price subsidies and 
parity price chemical fertilizer has been eliminated. The 
second is that beginning from 1 January of this year, 
foreign exchange exchange rates were merged and the 
former parity price exchange rates and exchange rate 
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subsidies for importing chemical fertilizers are no more. 
The third is that the international market price for 
fertilizer has risen and the price stays high and does not 
go down. The fourth is that domestic chemical fertilizer 
enterprises are affected by the rising prices of such raw 
materials as coal, electricity, and oil, and production 
costs for chemical fertilizer have gone up a great deal. 
The fifth is that transportation fees have increased and 
the agriculture department's system for supplying chem- 
ical fertilizers changed from a delivery system to a pick 
up system with transportation fees assumed by the 
customer, the more inland and into mountain regions 
the higher the fee. The sixth is that after reform of the 
revenue policy, the business segment apportioned the 
added value tax into the costs. The state stipulated that 
the added value tax on chemical fertilizer would first be 
levied and later refunded, but tax refunds were delayed. 
Even if taxes were refunded to the business segment, how 
could they be refunded to the farmers? 


Several of the selected counties reflect that from March, 
the enthusiasm for planting grain that had just risen was 
dampened to a certain degree because of the great rise in 
the price of chemical fertilizer and farmers’ wait and see 
attitude about purchasing fertilizer. A farmer in Hebei’s 
Changli County said, “Grain rises one fen at a time and 
vegetables rise one mao at a time, but chemical fertilizer 
rises by the hundreds. Planting grain is too unprofitable. 
Kenli region of Heilongjiang reflects that in this year’s 
planting cost increases, chemical fertilizer alone 
increased the cost 10 yuan per mu on average. Xinmin 
County in Liaoning Province reflects that central policy 
measures are all good. It is just that we cannot benefit 
from some of them. Suihua County in Heilongjiang 
Province reflects that the market economy operates on 
production materials prices and the fixed grain pur- 
chases apply non-market centralized purchasing prices, 
and the price differential is getting larger and larger. 


Provinces Report Rapeseed Procurement Prices 


94CL0551Q Chongging XINAN JINGJI RIBAO 
in Chinese 24 Jun 94 p 2 


[Summary] Estimated domestic demand for vegetable 
oil this vear is 7,830,000 tons, but output will be only 
7,500,000 tons. In view of this situation, the state plans 
to import 400,000 tons of rapeseeds. However. at 
present the quoted price for rapeseeds on the interna- 
tional market is $354 per ton, a 20 percent increase over 
January, which is much higher than the domestic price, 
and the import plan will be difficult to achieve. 


To ensure that grain departments have edible oil sup- 
plies, and to effectively control and stabilize edible oil 
prices, provinces have set procurement prices for rape- 
seeds. In Sichuan and Guizhou the procurement price 1s 
1.8 yuan per kilogram, and may float 10 percent upward 
or downward. In Hunan the procurement price ts 2.2 
yuan per kilogram. In Jiangxi and Hubei the procure- 
ment price is 2 yuan per kilogram, and may float 10 
percent upward or downward. In Jiangsu, Zhejiang, 
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Anhui, and Henan the procurement price is 2.1 yuan per 
kilogram, and may float 10 percent upward or down- 
ward. At present, the sales price of rapeseeds is 2300- 
2600 yuan per ton, a 70 percent increase over the same 
period in 1993. 


Fujian Sugar Output Declines, Price Increases 


94CE0S51T Beijing ZHONGGUO NONGJIHUA BAO 
in Chinese 15 Jun 94 p 2 


[Summary] During the 1993-1994 pressing season, 
Fujian Province pressed 1,780,000 tons of sugar cane, 
and produced 195,000 tons of sugar, a decline of 114,000 
tons, or 36.9 percent from the 309,000 tons produced in 
the previous pressing season. The price of sugar has 
increased from 2800 yuan per ton at the beginning of the 
pressing season to 3500 yuan. 


Shortages Blamed for Soaring Grain Prices in 
Fujian 

94CE0420B Beijing JIAGE LILUN YU SHIJIAN 
[PRICE: THEORY AND PRACTICE] in Chinese No 1, 
20 Jan 94 pp 42-44 


[Article by Zheng Naicheng (6774 0035 6134) and Lin 
Qin (2651 2953): “Fujian Grain Prices Sounding 
Alarm’’] 


[Text] Following the total decontrol of grain planting 
and prices, grain prices in Fujian have rebounded across 
the board with an unprecedented vigor. People are 
gratified that grain prices have finally bottomed out, but 
they are also worried they may be rising too fast. This 
writer has conducted some investigations. The results 
are presented below for reference by colleagues: 


1. Rice Prices Hit Bottom and Surged Suddenly in 1993 


Peasants had trouble finding buyers for their grain and the 
state found it hard to move grain around to be sold. Their 
plight went on for three long years. Yet the rebound in 
grain prices has also made people deeply uneasy. The 
problem has less to do with the magnitude of the recovery 
than with the fact that one can hardly be optimistic about 
the economic climate that determines grain prices. If you 
look at the statistics, grain price movements between 
January and November 1993 can be summed up as bot- 
toming out and rebounding all round. Specifically, prices 
alternated between rising steady and soaring. The first 
surge took place at the end of the first half of February and 
lasted three short days. Prices in coastal counties and 
municipalities rose 30 percent or so, while prices on the 
market in western Fujian near eastern Guangdong shot up 
as much as 40 percent, ending overnight the three-year 
decline and drift in prices. After a brief retreat, grain prices 
resumed their steady climb. Between late February and the 
end of August, the average retail price of late-season rice 
across the province rose from 58.5 yuan per 50 kilograms 
to 63.1 yuan, up 1.04 percent each month. The second 
spurt occurred around mid-September. when grain prices 
jumped 5 yuan per 50 kilograms each time for an extended 
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period. By late October, rice prices were up by a total of 
15.85 percent. By then the price of late rice had risen 46.2 
percent compared with late January and 47.08 percent 
compared with the same period a year ago. Demand also 
was brisk for early long-grain nonglutinous rice, which had 
been moving slowly, its average wholesale price as of late 
October up 56.94 percent from a year ago. The price 
difference between early and late season rice shrank to 
1.02 percent from 16.72 percent in October 1992. 


People in the business cite different reasons for the two 
spurts in grain prices. The February surge was caused not 
so much by a genuine supply shortage as by ineffectual 
macro regulation. Individual households assumed that 
people were all well stocked with grain for the Spring 
Festival—not for a moment did they foresee the whirl- 
wind-like buying frenzy which took place after the holi- 
day—so they all stopped their buying and selling and 
stayed home for the festival. State-run grain enterprises 
have been cut down to size due to reform; since cach 
outlet has at most 2,000 to 3,000 jin of grain in stock, 11 
may be sold out in an instant. The fact of the matter 1s 
that when contracting finally reaches the store level. 
nobody can figure out who is actually responsible for 
regulating supply and demand and stabilizing the 
market. With consumers confused by the sudden 
shortage, the grain-purchasing queue, which had disap- 
peared for years, made a comeback. In the end it took 
spontaneous regulation by the market and a stcady 
inflow of rice from producing areas to check the surge in 
grain prices and hold down the price level. 


The second surge of grain prices was indeed reiated to 
availability, an inevitable outcome of the revelation of 
the gap between the supply and demand of grain. It 
reflected the weakening of the attachment to grain over 
the years, the declining profitability of grain cultivation, 
the large-scale misappropriation of farmland. and the 
thoughtless reductions in land devoted to grain. We can 
predict that if the grain supply-demand gap persists, 
grain prices will continue to rise. 


Most people think that the first price surge did more 
good than harm. On the plus side, the rally in grain prices 
could not but boost the comparative advantage of grain 
growing. which had been too low, and allowed even more 
people in China to understand the grain situation. The 
down side was that it drove up the prices of non-staple 
food and vegetables and other service fees in daily life. A 
closer look at the second price surge, however. along with 
the possibility that the increase may be prolonged. 1s 
generally not encouraging. Grain workers expected the 
second surge, even though it was the last thing they 
wanted to see. But in the end it happened. How should 
state grain enterprises carry out their difficult task of 
regulating and stabilizing the market amid the backdrop 
of decontrol? How can Fujian achieve a balance between 
grain supply and demand? 


2. Grain Prices May Overheat Again in 1994 
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Our memory of the “grain war” and overheated grain 
prices of 1988 is still fresh. So what are the prospects for 
1994? Most of the public and private traders I have been 
in touch with believe that the drop in rice output in 1993 
being a fait accompli, rice prices will continue their 
climb before levelling off at the average late-rice retail 
price of almost | yuan, which the province hit back in 
1988. As I see it, rice prices will not yet reach the | yuan 
level before or after the Spring Festival, but most likely 
in the period before the early rice comes on the market 
next year. Here is the basis for my projection: 


1) Significant improvement in overall market avail- 
ability is unlikely in the short term. Rice prices on the 
market are influenced by supply and demand. Whether 
or not the supply-demand imbalance will worsen, in 
turn, depends on supply elasticity. Objectively speaking, 
grain supply in China can only rely on what is available 
at home, on how much commodity grain the peasants 
can provide, and on how much grain the state can 
organize and how effectively 1t can regulate and control 
the market. Fujian decontrolled individual grain trading 
back in 1985. Individual grain traders are a potent force 
and have become a key supplier of grain on the market. 
However, direct grain purchases from peasants within 
the province account for only a small portion of the 
traders’ supplies. For the most part, they depend on 
grain departments inside and outside the province. In 
the final analysis, how much grain 1s available is deter- 
mined by how much the peasants produce. The principal 
investor here is the state. These days the basic grain 
supply sources are being cut. The acreage under grain 
cultivation continues to shrink rapidly and double har- 
vest rice, on which we used to pin our hope for increased 
output, has been replaced by single cropping. So far only 
high-quality rice, a relatively low-yield crop, is being 
grown on more and more land. The extensive mode of 
cultivation still prevails. Land is being abandoned. 
According to the pertinent statistics, the drop in output 
in 1993 may well approach the magnitude in 1985 when 
output shrank by the widest margin since reform began 
and the open policy was introduced. Even if the fall crop 
in the province tied with that in 1992 or increased 
slightly, it would not be enough to offset the huge 
shortfalls in the spring and summer crops. Despite its 
historical reputation as a breadbasket, southern Jiangxi 
had its acreage cut 39 percent in 1993 and became a 
self-sufficient county. The result is that prices shot up 
across the board as everybody scrambled to purchase 
grain soon after the early spring crop hit the market. In 
1993 the price of 50 kilograms of early husked rice was 
already a high 40 yuan compared with just 18 yuan a 
year ago. Nor is this a unique case. To further local 
interests, many rice-growing areas these days have 
adopted measures to prevent grain from being shipped 
out of the province. Regional blockades have made a 
comeback. All these signs suggest that the sluggishness in 
the demand for rice has finally run its course. Between 
them, diminished availability and human factors have 
worked to hasten the rebound in grain prices, perhaps to 
a level never reached before. 
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2) For 3 years peasants had difficulty unloading their 
grain. Now it is the procurers who have a hard time 
accomplishing their mission. In the old days when peas- 
ants could not find buyers for their grain, it took just one 
summer to finish 70 percent of the entire year’s procure- 
ment mission. By 10 November 1993, however, Fujian’s 
breadbaskets, the Nanping area and Sanming Shi, com- 
pleted only 32.3 percent and 25.3 percent, respectively, 
of their tasks. Even places like Pucheng, Wuyishan, and 
Jianning, the nation’s commodity grain bases, had a 
completion rate less than 20 percent. Procurement by 
Zhangzhou Shi fell 45.17 million kilograms from the 
same period a year ago. Nevertheless, there were no 
complaints from peasants about having trouble finding 
buyers. This tells us from yet another angle that the early 
season rice crop has fallen markedly. 


People pinned their hopes on the fall. But the news from 
producing areas indicated a continuing lack of confidence 
in the fall procurement season. Reportedly the main 
reason is that we went overboard last year in all our talk 
about decontrolling rice planting. Some of our moves this 
year to adjust the agricultural structure were also ill- 
conceived, “‘mentally confusing the township cadres and 
peasants” (in the words of a worker at a grass-roots grain 
station) and undermining at its root the notion that “grain 
is national tax,” an idea it had taken us decades to 
cultivate. In particular, administrative orders were issued 
to increase tobacco planting, but most of these efforts 
failed for lack of technology. Amid the chorus of com- 
plaints from the peasants, how dare the cadres go about 
procuring self-righteously? All by itself, the state grain 
sector 1s unlikely to be able to do much. Besides, it has yet 
to find its own means of support. Then there are the 
individual grain peddlers, taking bold strides into the 
market in a big way. They descend on the farm. on 
grain-drying yards, and even in the field, procuring at 
prices typically higher than state procurement prices and 
snapping up even that portion of the crop with a 20 percent 
water content rate. Lagging behind badly with its macro- 
economic regulation and control, the state can do nothing 
to stop them from disrupting the market and wreaking 
havoc with official procurement. The fall crop procure- 
ment was an uphill struggle. 


3) The grain market is turning from a buyers’ market 
into a sellers’ market. In April 1993 a huge procurement 
mission composed of prefectures and counties as well as 
the province was dispatched to Nanjing to attend the 
1993 national grain and oil trade fair and signed a whole 
bunch of supply and marketing contracts. At the time the 
media called the trade fair “an important signpost of the 
shift of grain cultivation to the market economy.” At a 
time when the grain market was heating up, however, 
even a high-level trade fair proved unequal to the task of 
raising the contract compliance rate. Only 17 million 
kilograms were delivered by late October, or 2.19 per- 
cent of the contracted volume. The fact that the contract 
compliance rate has sunk to a new low mirrors more than 
a poor contract consciousness. It also reflects the obyec- 
tive reality of inadequate grain supplies and reduced 
availability. 
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4) Grain reserves, both public and private, have fallen 
for the most part. Without a breakthrough in fall crop 
procurement, there is little hope that the level of reserves 
at the end of 1993 would be anywhere near what is 
typical of a normal year. After discounting the various 
kinds of reserves, very little grain reserves are actually 
available for us to tap into to meet a shortage. A minor 
emergency and we will be caught short, with no reserves 
on hand to tide us over the crisis. 


An even greater potential danger is the weakened sense 
of importance society feels about grain reserves. In the 
past, commune and team reserves, which made up part 
of the collective grain reserves, typically consisted of 
hundreds of millions of kilograms of grain. Today town- 
ship grain reserves have practically been depleted. The 
grain reserves of peasant households too are a far cry 
from what they used to be. While peasant households in 
remote border and mountainous areas, still relatively 
untouched by commercialization, continue their old 
habits of not spending money and not selling grain, just 
about all other peasant households have long put their 
surplus grain on the market. In cash crop producing 
areas along the coast with a dense population but little 
land, which used to be short on grain, people have taken 
a leaf from the book of township residents: they make the 
rice store their rice cabinet and buy only 5 to 10 days’ 
supply at any one time. With peasants flocking to the 
growing of cash crops in 1993, in particular, there has 
appeared a new phenomenon—peasant households short 
on grain. In September 1993 the volume of supply at the 
state grain enterprise in Jianan Shi, a commodity grain 
base, suddenly shot up several times. The reason, it has 
been learned, is the new grain-short peasant households 
buying up grain. This new trend has sounded an alarm 
loud and clear. 


5) Changes on the international rice market can also 
affect the domestic market. The impact of such changes 
is usually quite modest. For one thing, the domestic rice 
market has not been integrated with the international 
market. Secondly, domestic producers are scattered and 
fragmented, with no access to information. Thirdly, 
there is Vietnam, a sudden new player which has been 
dumping 1.5 million tons of rice on the world market 
each year for the past several years, driving down rice 
prices and softening the market for some time. On the 
other hand, Japan had a poor rice harvest in 1993 and its 
government has decided to import | to 2 million tons of 
rice. This piece of news immediately sent prices soaring 
on the international market, a development that may 
have the expected psychological effects on large private 
and public dealers. Large provinces with surplus grain 
may also be tempted to boost grain exports when the 
time is right, thus further widening the supply-demand 
gap at home. 


To sum up, it is obvious we are up against an inescapable 
reality: grain prices are headed upward strongly. The 
average retail price of late rice 1s expected to reach 80 
yuan and even higher before or after the Spring Festival, 
bumping up in its wake the prices of non-staple food and 
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daily service charges as well. The average retail price of 
rice may approach the 100 yuan barrier between the 
spring and summer of 1994, perhaps even breaking the 
barrier in a handful of selling areas. As for the trend after 
the summer harvest, that will depend on the extent to 
which grain production rebounds and the intensity of 
macro regulation and control. The measures, once intro- 
duced, may succeed in stabilizing rice prices. But then 
again they may not and rice prices may hit a new high. 


Guangxi Reports Hybrid Rice Seed Shortage 


94C1L-0551R Chongging XINAN JINGJI RIBAO 
in Chinese 26 Jun 94 p 2 


[Summary] In 1994 the planned late hybrid rice area in 
Guangxi 1s 12,600,000 mu, accounting for 74 percent of 
the total late rice area of 17,020,000 mu, an increase of 
240,000 mu over 1993. Gross output of grain in 1994 
may reach 15.1 billion kilograms. However, Guangxi 
needs 15,120,000 kilograms of hybrid rice seeds. at 
present seed output will be at most 12,480,000 kg. 
Guangxi has signed contracts with Guangdong and 
Hunan to supply 4,600,000 kg of seeds (includes exports 
to Vietnam), based on a 15 percent fluctuation in con- 
tract supplies, there will a shortage of about 3,500,000 kg 
of seeds. 


Guizhou Urges Change in Views on Grain 


94CL0540C Guiyang GUIZHOU RIBAO in Chinese 
8 May 94, p 2 


[Article by Wang Anze (3769 1344 3419): “Change the 
Situation of Common People and Livestock Grain, Pro- 
mote Development of the Rural Economy”] 


[Text] The grain produced by people, which acts as both 
edible grain and feed, is called “common people and 
livestock grain.” For a long time, people have planned 
and organized production in accordance with the 
common grain requirement of people and livestock. So, 
the abundance of the grain harvest often was interrelated 
with the development of the livestock industry, espe- 
cially live hogs. 


Since reform and opening up, Guizhou’s economy has 
developed rather rapidly. But with the increase in 
people, the decrease in land, and the scarcity of reserve 
land resources, 1t has become more and more difficult to 
raise the volume and the per capita ratio of grain 
production. Changing the situation of common people 
and livestock grain, promoting development of the live- 
stock industry, and giving impetus to agricultural reor- 
ganization and overall development of the rural 
economy have become an urgent task for Guizhou’s rural 
economy. 


Guizhou party committees and governments at every 
level have consistently made grain production a major 
issue to be grasped and have achieved remarkable suc- 
cess. In 1993 overall grain production throughout the 
province reached 8.695 billion kg. a 29.1) percent 
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increase over 1980. But per capita volume still is only 
265 kg. It is estimated that about 500 kg of grain per 
Capita would be considered meeting the standards for 
common people and livestock grain. But Guizhou’s per 
capita volume for a long time has wavered around 250 
kg. Obviously it is a province with insufficient edible 
grain and an urgent shortage of feed. 


Developing grain production from the perspective of 
Guizhou’s natural, infrastructure, and investment con- 
ditions is no small matter. Guizhou’s rural level of 
cultivation generally speaking still is rather backward. 
Medium and low producing farmlands still make up 
about 70 percent. However, if we only persist in the goals 
of making high production number one and high quality 
number two, and in accordance with seasonal climatic 
conditions, water and fertilizer conditions, and soil 
conditions, determine and accelerate the replacement of 
the old with new improved varieties, further improve the 
cultivation system, and raise the level of management, 
grain production still can be raised to a new level and 
striving for a level of 10 billion kg or above by the year 
2000 is a possibility. But by the year 2000, Guizhou’s 
population is expected to reach about 36 million and the 
per capita grain volume also would not exceed 275 kg. 
With grain not ample, it is hard for the common grain of 
people and livestock to avoid losing sight of one thing 
while it attends to another, inhibiting the development 
of the economy. So, it would be very difficult for farmers 
to get rich. Beginning with Guizhou’s actual situation, 
we must reform the traditional feeding industry and put 
forth a great effort to develop feed crops and gradually 
change the common people and livestock grains to a 
three part structure of cereal crops, feed crops, and cash 
crops. Only then will it be possible for the rural economy 
to achieve rather rapid development. 


Despite the fact that the development of Guizhou’s grain 
production is rather lacking, there still are several favor- 
able conditions for the development of animal hus- 
bandry. One is that a rather good climate and abundant 
rainfall are suitable to the growth of various plants and 
animals. The second is plentiful grassy mountain 
resources. According to a land resource survey, 
throughout the province there is 1.29 times as much land 
suitable for grazing as for cultivation, and the current 
actual use rate is low. This land suitable for grazing 1s 
green throughout the year and the prospects for devel- 
oping cattle and sheep are very good. The third ts that 
there is a certain amount of basic and accumulated 
experience for the development of feed crops, lowering 
of live hog costs, raising of livestock on land planted in 
grass, and development of grassland animal husbandry, 
as well as the aquatic products industry. The fourth ts 
that with the intensification of reform and development 
of the economy, the demand of urban and rural people 
for meat, fowl, eggs, and milk has constantly increased, 
thereby providing a market for the animal husbandry 
industry. We need only fully utilize grassy slopes and 
grassy mountains and expand the planting of feed crops 
and raising ammoniated straw on the current base, and 
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change our backward traditional planting methods, and 
accelerated development of the animal husbandry 
industry is totally possible. Recently we went to Anshun 
to investigate. Regions and counties invested 300,000 
yuan in developing |,000 farms to produce ammoniated 
straw to raise cattle. Because the results were good, 
farmers’ enthusiasm for voluntarily constructing ammo- 
niating ponds was high, reaching 1,814. The portion in 
excess of the plan is all the farmers’ own investment. The 
prospects for development are extremely optimistic. 


Although storage and transportation of grain used as 
feed are convenient and it is suitable for feeding a wide 
range of domestic livestock types, it is a great waste of 
natural resources. If we use the green nutrients of such 
crops as cereals, cash crops, and feeds to make feeds, 
there are several advantages over grain feeds: The first is 
that we save concentrated feeds or feed grain. The 
second is that a reasonable planting system not only can 
achieve high yields from green feeds, but also can make 
for an annual balance in output, and essentially achieve 
feeding at the time of cutting, reducing a great deal of 
waste in excessive storage. Intercropping and using such 
technical measures as regeneration to select different 
seasons to plant crops that are full of nutrients and grow 
fast and adopting planting in stages, all help to balance 
the annual output of green feeds. Third the disaster 
resistance of green feeds is rather strong. Natural disas- 
ters in Guizhou are frequent, greatly endangering grain 
production, but with the use of nutrients of such crops as 
grains, cash crops, and feeds to make feeds, compara- 
tively speaking, the losses suffered from natural disasters 
are also rather slight, because the growing period is 
rather short. Fourth, the investment ts less, the output is 
greater, and the cost are lower for producing green feeds 
than for producing grain feeds. 


In sum, changing the common people and livestock grain 
situation and developing a grain saving animal husbandry 
industry not only saves grain consumption, but also can 
expand the production of various non-grain products and 
be helpful to the diversification of foods and the balanced 
supply of various nutritious materials, promote the 
restructuring of rural industry, and encourage agricultural 
production to follow a favorable cycle. 


Guizhou Wheat Procurement, Funds Viewed 


94CE0551S Chongqing XINAN JINGJI RIBAO 
in Chinese 28 Jun 94 p 3 


[Summary] This year Guizhou Province plans to procure 
100,000 tons of wheat, and 300,000 tons of rapesecds, 
which will require over 700 million yuan in funds. 
Agricultural banks will provide 420 million yuan, com- 
mercial banks 100 million yuan, procurement enter- 
prises 150 million yuan, the provincial finance depart- 
ment 30 million yuan, and the provincial People’s Bank 
will provide 80 million yuan for shortages. 
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Jilin Reports on 1994 Crop Area 


94CE0551U Changchun JILIN RIBAO in Chinese 
5 Jun 94 pl 


[Summary] In 1994 the grain area in Jilin Province will 
be 61,070,000 mu, an increase of 309,000 mu over 1993. 
The corn area will be 32,650,000 mu, an increase of 
2,062,000 mu over 1993. The vegetable area will be 
2,505,000 mu, and the cash crop area 4,521,000 mu. 


According to a sample survey of 20 counties (cities) the 
per capita peasant burden is 5.56 yuan, a decrease of 
11.28 yuan, or 67 percent from 1992. Farmers said that 
they are concerned about the issuing of IOUs during 
grain procurement. 


Sichuan Reports Progress on Cotton Area 


94CE0551K Chengdu SICHUAN JINGJI RIBAO 
in Chinese 15 Jun 94 p 1 


[Summary] According to a survey of !,000 rural house- 
holds in 10 major cotton-producing counties (cities, 
prefectures) of Sichuan Province, the sown cotton area 1s 
748.5 [as published] mu, a 6.5 percent increase over 
1993, and accounts for 87 percent of the plan. Thirteen 
percent of the plan will not be fulfilled because profits 
from cotton planting are low. Although the state 
increased the cotton procurement price, cotton produc- 
tion requires much labor, risks are great, output ts 
unstable, prices for farm materials have increased, and 
farmers have little enthusiasm to plant cotton. Second, 
preferential policies are not carried out, problems with 
links in the procurement chain are many, and cotton 
farmers lose money. Third, cotton farmers resent admin- 
istrative decrees on planting area. A large cotton area has 
suffered from drought recently. 


Sichuan Reports Rice, Pork Prices at End of May 


94C EL 0SSIL Chengdu SICHUAN RIBAO in Chinese 
28 May 94 p 2 


[Summary] At the end of May, the average market price 
for rice in Sichuan Province was 1.74 yuan per kilogram. 
The average market price for pork was 7.96 yuan per 
kilogram. 


Tibet Reports Hybrid Rice, Corn Area, Output 


94CE0OS51B Lhasa XIZANG RIBAO in Chinese 
3 May 94 pl 


[Summary] At present, the hybrid rice area in Tibet ts 
13,800 mu, and the hybrid corn area is 26,000 mu. 
Estimated gross output of hybrid rice and corn is 
12,630,000 kilograms, and the average per mu yield 1s 
317.3 kilograms. 
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Zhejiang Farm Crop Production, Marketing 
Policy Viewed 

94CE0540B Beijing NONGMIN RIBAO in Chinese 
20 May 94 p 1 


[Article by Jiang Ping (1203 1627): “Zhejiang Imple- 
ments Grain, Cotton, Hog, and Vegetable Production 
and Sales Policy”’} 


[Text] To intensify and improve reform of the grain 
circulation system and ensure an overall balance in the 
supply and demand for grain and the “vegetable basket,” 
and stabilize the market, the Zhejiang government for- 
mulated 1994 grain, cotton, hog, and vegetable produc- 
tion and sales policies: 


1. The Grain Production and Sales Policy 


1. The annual area sown in grain ts stabilized at 43 million 
mu and overall grain production is maintained at about 15 
billion kg. The grain purchasing plan 1s 1.9 billion kg. and 
the plan has been transmitted to all lower levels. 


2. In accordance with the State Council spirit of raising 
the purchasing price for this year’s grain, the provincial 
early long-grained nonglutinous rice price 1s temporarily 
controlled at about 40 yuan for 50 kg. For contract 
purchased early rice (including 4 million kg of seed at the 
provincial level) an added price over the procurement 
price will continue to be implemented. The standard 
added price is 3.74 yuan for SO kg. 


3. In the province some production support funds have 
been arranged to support major grain producing regions 
in disseminating such new technology as new high-grade 
grain varieties and high-yield cultivation. The provincial 
agricultural bank has arranged for 20 million yuan in 
preferred loans to support large grain planters and pro- 
mote operations of scale. 


4. Funds for grain purchases within the province and 
purchase or import of the grain required from other 
provinces will ensure the supply and specifically will be 
implemented in accordance with the relevant methods 
determined by the provincial government last vear. The 
specific plans and methods for signing bilateral contracts 
for grain production and sales and payment of certain 
amounts of cash deposits in fulfillment of contracts will 
be researched and proposed by the grain bureau along 
with relevant departments and regions. 


5. To increase provincial control, provincial grain and 
oil reserves are being increased from 2.5 million kg to $ 
million kg, and localities also will increase some reserves 
based on the actual situation. We will improve grain 
market management and in accordance with the law 
investigate and prosecute such activities as hoarding and 
profiteering and driving up grain prices. 


Il. Cotton Production and Sales Policy 


The area required to be planted in cotton has reached 
1.05 million mu, and cotton contract orders are planned 
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for 62,500 tons. In accordance with the relevant spirit of 
the State Council, the purchasing price for cotton is 
being raised to 70 yuan for 50 kg. The added price 
beyond the price will continue to be implemented for 
contract cotton purchases and the standard added price 
is 18 yuan for 50 kg. Making up that price, the central 
added price 1s 14 yuan and the provincial added price ts 
4 yuan. At the same time, the province will no longer 
Carry out a production allowance fee policy. 


2. To stabilize the old eastern cotton region and establish 
a new 100,000 mu cotton base in the Jinqu region, the 
province has arranged a special support fund. 


lil. Live Hog Production and Sales Policy 


1. To establish a 200,000 head provincial commercial 
hog base, the province is granting a 20 yuan allowance 
for each head of commercial hogs in the base and ts 
providing some preferred production loans and imple- 
menting a protective pricing system. Cities and counties 
also will establish their own commercial hog bases as 
required. A special fund will be arranged to support 22 
provincial hog breeding farms in developing hog 
breeding production. 


2. Establish a sound pork storage system. Provincial 
storage will be increased to 140,000 head from 100,000 
head last vear, and the storage fee and the storage fund 
will be determined by the provincial treasury and the 
provincial bank of industry and commerce, respectively. 
The four cities of Hangzhou, Ningbo, Wenzhou, and 


ECONOMIC 59 


Zhoushan will store 50,000 head, 20,000 head, 20.000 
head, and 5,000 head, respectively. The storage fee and 
the storage fund will be determined by each city. 


3. Establish a live hog market risk fund. The provincial 
risk fund will come from the use of part of the provincial 
added value of pork and partial rollover of the base hog 
subsidy. City and county risk funds will be raised from 
the following sources: First, a portion of the live hog 
production stabilization fund; second, part of the 
increased slaughter tax revenue; third, a portion of the 
increased taxes and fees after select point slaughter; 
fourth, a portion of the municipal treasury subsidy for 
meat and eggs: fifth, some of the returns on value added 
tax revenue levied on meat businesses to the localities. 


IV. Vegetable Production and Sales Policy 


1. To do a good job of protecting the current municipal 
vegetable base and strictly control the vegetable land 
taken over for development. the standard fee for taking 
over vegetable land for development is being raised from 
7,000 yuan per mu to 20,000 yuan per mu and two mu 
must be supplied for each mu taken over. Every city 
should open new second and third class vegetable bases. 


2. Establish a protective pricing system for vegetables. 
When the market price for vegetables is too low for 
popular dependable quality leaf vegetables that vege- 
table companies sign contracts for. grant protection. 


3. Establish a vegetable market risk fund. 
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Newly Emerging Social Stratum Viewed 
YICMOLYSA Shanghai SUEHUT [SOCIETY] 
in Chinese No 111, Apr 94 pp 41-42 


[Article by Xu Yun (1776 0061); Gu Chu (6253 0443), 
editor: “Current China—The Yuppie Phenomenon” ] 


[Excerpts] [passage omitted] The production of yuppies 
in 1990°s China must have special background and 
multiple causes. 


The opening of the door to the country brought opportu- 
nities for Chinese political. economic, and cultural devel- 
opment. For over a decade. a large number of students 
have been going out of the country and like honeybees 
have been collecting polien im other countries and 
changing this pollen to various types of honey and bringing 
it back to add something to China’s sweetness. With the 
absorption of foreign trade and partially or wholly foreign- 
owned enterprises emerging in China like mushrooms after 
a spring rain. thes also have had a great influence on 
China's economy and culture. The partially or wholly 
foreign-owned enterprises on Chinese territory are essen- 
tially inseparable trom this magnetic field of China. They 
need China's workers. managers. translators. and such, 
and so. have produced a high salary stratum. Some people 
in this group are astute and competent and are rather 
appreciated by foreign firms. So they receive enormous 
pay relative to their work. This produces a group of 
so-called “big spenders.” The real estate fever, stock fever. 
and tutures fever that have arisen in the last few vears this 
has caused a group of people to become even more fiercely 
wealthy and become big spenders. There 1s also a group of 
people who are not from the high-salary stratum of par- 
tially or wholly foreign-owned enterprises, big stock- 
holders. or real estate magnates. but are actually bosses of 
State or collective enterprises. They also can enjoy the 
treatment of big spenders. 


Only a portion of the high-salary group produced by the 
partially or wholly foreign-owned enterprises are yup- 
pies. Because foreign firms’ selection of high-level staff 
and managers 1s not as haphazard and simple as that of 
China's state and collective enterprises, 1t also 1s not as 
loaded down with trivial details or as cautious as 
China's. Foreign firms emphasize whether the person 1s 
talented. and can understand foreign languages and 
understand the business: whether they can imteract and 
make money for them. and whether they can understand 
China and have the talent to struggle together with them 
in China. Outside of returning overseas students, grad- 
uate students. university students, and some “foreign 
transplants.” there are very few people mn China with 


these qualifications. This reporter visited a few bosses of 
foreign-owned enterprises in| Pudong. They trankly 
admitted that all of the high-level staff and managers 
that they have selected are young and energetic, diligent 
workers. who create enormous profits for them and they 
provide a certain share to them as rewards. They are 
mutually satisthied. 


And the toreign bosses are very 
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generous with those loyal and devoted high-level Chi- 
nese staff. To the extent that they can, they are always 
sure to establish and provide beneficial opportunities for 
them. These rather highly cultured former “poor people” 
who do not want mediocre things, after they have 
money, become refined and elegant in a casual manner, 
a major part of being yuppies. 


Being close to foreigners and close to foreign cultural 
places can produce yuppies. The rush of real estate fever, 
futures fever, and securities fever also sweeps in some 
intellectuals who take risks and are unable to resist them. 
After they acquire a little wealth and have a rather abun- 
dant material base, they can no longer bow for five dou of 
rice, and they want to spit out many years of bad feelings 
and to drain off and rinse away many years of being poor 
and pedantic, shrinking. and suffering, and let the 
common people see! Transcending the commonplace also 
1S a part of being a yuppie. There also are several bosses of 
state and collective enterprises that are influenced by 
yuppies and feel deeply that yuppies truly are refined and 
high-class. So, they begin ridiculous imitation. In addition 
to some who formally become yuppies. there are a great 
many who are neither fish nor fowl. 


Yuppies are a special stratum. They have their own circle 
and their own distinctive life style. Almost all are gen- 
erous, spending their money liberally without giving the 
slightest consideration to frugality. They are even called 
big spenders. In their comings and goings. they go via car 
rather than walking and consider this an honor. They 
cannot tolerate the pain of squeezing on a bus, believing 
that that would be a loss of face. They often gather 
together to enjoy the appeal of high culture. for example. 
enjoying Western music, playing bridge or the slot 
machines. or entering KTV box seats. Their speech is out 
of the ordinary and they are immaculately dressed. and 
they do not speak “the national language.’ They are not 
promiscuous with prostitutes. It seems that they under- 
stand the value and the meaning of love. So, they very 
reasonably select their extramarital partners. Some like 
to “rent” a woman and surround her with an invisible 
net and make her perfectivy contented. They have their 
peculiar moral concepts, paying attention to their own 
moral uplifting without giving consideration to others, 
believing that dignity 1s above all else. [passage omitted] 


Yuppies are a social phenomenon. Whether you want tt 
or not or whether you like it or not, they actually were 
really born in China, this large, ancient and open land 
that Westerners call mysterious. So. we need to properly 
evaluate this phenomenon. [passage omitted] 


When we speak of yuppies, we cannot get away from the 
two words, fame and gain. Yuppies really do not pass up 
fame and gain. To a certain extent we can even say that 
their conduct 1s spurred on by fame and gain. The core of 
their ideals 1s the pursuit of individual success and fame. 
This appears to be completely out of tune with the times. 
I think that in evaluating whether conduct 1s appropriate 
or not, we should look to results more than motivation. 
In pursuing self-success, yuppies’ conduct, intentionally 
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or not, contributes to this society. You do not see 
yuppies active in all the trades and professions taking 
new actions that greatly astonish and amaze people. So, 
we can say that as long as their conduct is beneficial to 
society, it should be approved. Individual success and 
fame, as long this result is accomplished by reasonable 
and proper channels and means, should be approved. 


The appearance of yuppies is a sign of social progress. It 
signifies that some knowledgeable people who have 
gotten rich begin to depart from vulgar and unruly ways 
and take the way of civilized, progressive, self- 
actualization. We must say that this is forsaking of our 
self-intoxication with the small agricultural economy 
and the self-isolation formed over a long period of time. 
They make it clear to the common people that this 1s the 
result of combining knowledge and money, this is 
China’s future, and this is the way home for numerous 
Chinese intellectuals. So, when one corner of the earth 
appears to begin to shake, several places spill out sounds 
of admiration. Then, some people begin to follow and 
some people begin to read and begin self-improvement. 
This is a heartening result. Speaking fairly, the appear- 
ance of yuppies in China signifies progress, and perhaps 
it is not too much to say that it is a sign of social progress. 


But this social phenomenon of “yuppies,” in the eves of 
the vast majority of people, simply is indistinguishable 
from ordinary big spenders. They depend on foreigners 
to draw blood and fatten up. They depend on speculation 
and opportunism to get rich. And they depend on 
competing under unfairly favorable circumstances to 
become suddenly successful. This buries the roots of 
unfair development for China and thereby cultivates 
vague hidden dangers that can never be quieted. Chinese 
people like to indulge in comparison and like to com- 
plain, and nearly 90 percent of the country’s people are 
at the comfort level or below. So, the appearance of 
“yuppies” and associated big spenders must be said to be 
a “dangerous” omen. [passage omitted] 
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Yuppies’ living standards and levels of consumption do 
not exceed or essentially do not exceed their economic 
capabilities, but they greatly exceed the level of con- 
sumption of the vast majority of the country’s people. 
Their self-association and superior refinement seriously 
separate them from the common people. So, they do not 
and cannot have too much in common and too much 
identity with the common people. They have struggled to 
get out of the circle of the common people and they do 
not want to return to this circle. And the vast majority of 
the common people cannot break into their circle. So, 
they do not have a popular base, and with current 
developmental trends, they will not and cannot become 
politicians. Yuppies as a stratum and as a group, as 
stated above, are competitive. With the components in 
the Chinese social and economic arena becoming ever 
more complicated and competitors becoming ever more 
valiant, yuppies could become ever more divided. Some 
of them, impacted by intense market tides and faced 
with ruthless competition, no longer are intoxicated with 
establishing their own utopia and no longer pursue the 
formal exterior of big spender aristocrats and suddenly 
wake up and rouse to start an undertaking and forge 
ahead with determination and develop their own initial 
achievements and become true entrepreneurs or indus- 
trialists. Stull others, because they have spent without 
restraint and their income has become ever more 
meager, lose the battle in the intense competition and are 
forced once again to return to reality and become an 
ordinary member of society and say goodbye to the 
yuppie life. There also are some who, although they have 
been defeated, are unwilling to lose everything and are 
unwilling to change everything that they are accustomed 
to. To satisfy their vanity and to maintain their yuppie 
living standards, as much as they can, they “seek” money 
by any means possible. even if cheating, cover-ups, 
swindling, deception, and lawbreaking are involved, they 
do not hesitate, thereby becoming unstable elements in 
society. 


At this level of meaning, yuppies are not a goal for 
Chinese intellectuals to pursue! 
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Ningxia Commander Comments on Mobilization 
for Limited Wars 

94CM0287A Beijing GUOFANG [NATIONAL 
DEFENSE] in Chinese No 3, 15 Mar 94 pp 24-25 


[Article by Li Lianghui (2621 5328 6540), Ningxia 
Military District Commander: “Control Scale; Improve 
Defense; Provide Support—Three Principles of Mobili- 
zation for Limited High Technology Warfare”’] 


[Text] |. Close attention must be paid to the multiple 
benefits that can be gained from military struggle, the 
scale of mobilization set prudently to attain them. 


The purpose of prudently setting the scale of mobilization 
for limited war ts both to meet the needs of limited war and 
to avoid having the range of matters affected by the war 
becoming overly large thereby giving the enemy a handle 
for escalating warfare. It is both to ensure that we can 
achieve victory in military combat and also occupy a 
commanding position politically and diplomatically, as 
well as avoid unnecessary damage to economic construc- 
tion. Politically, escalation of warfare is bound to threaten 
world peace and be condemned by international opinion, 
bringing about a decline in the nation’s international 
prestige. Economically, expansion of the scale of warfare is 
bound to increase casualties, which will damage produc- 
tivity and impair social stability and economic construc- 
tion. In particular, the high casualties, the great destruc- 
tion, and the great wastefulness of high technology warfare 
mean that both sides must carefully control the scale of 
warfare. Any rash action or wilful conduct that expands 
the scale of warfare carries extremely great risks. Ours is a 
developing socialist country that has no desire to suffer the 
havoc of warfare. If the hegemonists thrust war upon us, 
we will take the safeguarding of world peace and the 
nation’s highest interests a. our guiding principle, and 
make pursuit of aggregate military, political, and economic 
benefits our goal in scientifically controlling the scale of 
mobilization for war. 


Specifically, control of the scale of mobilization requires 
understanding of the following several points. First is the 
extent of the enemy's mobilization, i.e., deciding the 
amount of our own mobilization on the basis of the 
enemy's goals in starting a war, his troop inputs, ithe 
status of his weaponry, the combat methods he will use, 
and the possible duration of the warfare. For example, 
the scale of mobilization should be small for a surgical 
strike kind of warfare that has destruction as its goal and 
that will not last long. For warfare whose goal is the 
occupation of territory and that will last for a fairly long 
time, the scale of mobilization must be somewhat 
greater. Second is mobilization within one’s capabilities, 
i.e., deciding the degree of mobilization on the basis of 
the potential for combat within the combat zone and 
mobilization conditions. Under ordinary circumstances, 
mobilization should center on the combat zone, radi- 
ating appropriately to surrounding areas. For example, 
for warfare in border and minority nationality areas that 
offer relatively small potential for raising troops, the 
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scale of mobilization should be somewhat greater. In 
areas where the economy is fairly well developed and 
population density relatively high, the scale of mobiliza- 
tion should be somewhat less. Third is judging mobili- 
zation needs, i.e.. deciding the scale of mobilization on 
the basis of combat or support tasks, more mobilization 
done when the tasks are heavy and less when they are 
light. On this point, old ideas about the more the better 
must be firmly rejected, new ideas about scientific use of 
troops, achieving victory through quality inculcated 
instead. If mobilization needs can be satisfied in a single 
area or a single direction, mobilization should be con- 
ducted in the area or nearby: it should not involve 
several areas or several directions. If military units can 
themselves take care of necessary support tasks, the 
militia need not be mobilized for this purpose. In this 
way the number of people on the battlefield can be 
decreased and unnecessary casualties reduced. 


2. Second is full consideration of the risk of high inten- 
sity air attacks, conscientiously intensifying mobiliza- 
tion for full coverage defense. 


High technology weapons enable one party to launch an 
omnidirectional, in-depth firepower attack against the 
adversary on the land, in the air, and on the sea. In 
particular, the widespread use of high technology aerial 
attack weapons is usually not limited by the course of the 
war but permeates the entire combat process. Reserves 
are a major source of troop combat strength that are 
extremely important to the combat actions of support 
troops and to improving warfare logistics. They are an 
important target for attack and destruction. Therefore, 
when considering wartime mobilization of reserve 
troops, we must take into account problems in mobili- 
zation for defense, aerial defense permeating the entire 
mobilization process. 


First, we must use all means to prevent the enemy from 
monitoring and reconnoitering our mobilization activi- 
ties. The enemy desires to carry out air raids against our 
mobilization activities, first by employing advanced 
reconnaissance techniques to reconnoiter targets for 
attack. Therefore, we must use deception, confusion, 
concealment, and camouflage when mobilizing to 
decrease the effectiveness of the enemy's reconnaissance. 
Examples include the dissemination of false mobiliza- 
tion information, conducting misleading mobilization 
exercises, using the cover of darkness and inclement 
weather conditions, camouflaging personnel and equip- 
ment, etc. Second is the use of the militia’s air defense 
firepower, or using it in conjunction with the regular 
military forces’ aerial defense firepower to do a good job 
of providing air defense support for mobilization areas 
and along the routes of advance to mobilization areas. 
When circumstances permit. air defense plans for the 
mobilization of reserves should be made a part of the 
combat zone or the campaign aerial defense plan. Third 
is efforts to improve the aerial defense capabilities of 
reserves. During peacetime, militia education about 
common aerial defense methods and training in acrial 
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defense should be intensified. During wartime mobiliza- 
tion, places that have defense works or that provide good 
concealment and permit dispersal should be chosen as 
mobilization sites, troops and equipment moving there 
by various means and from many directions to prevent 
causalities from concentrated enemy fire. In issuing 
mobilization orders, some leeway should be allowed to 
avoid mobilization of a lesser number of personnel than 
planned because of large scale casualties from air attacks. 


3. Third is the need for correct understanding of the way 
troops are used during wartime troop mobilization, 
concentrating efforts on improving capabilities to per- 
form support tasks. 


Several recent limited wars show that reserves are 
employed during wartime primanly to perform various 
kinds of support tasks for combat troops. This is because 
high attrition high technology warfare greatly increases 
combat troops’ support burdens. During the Gulf war 
230,000 of America’s 530,000 troops performed support 
tasks, 80 percent of them reserves called up for temporary 
service. In a high technology limited war, China's armed 
forces will use mostly crack units employing rapid and 
highly effective strike capabilities and overpowering war- 
fare. The troops and weapons of both sides will wage the 
most intense contest in a limited combat zone in which the 
combat support and logistical support tasks will. no doubt, 
be extremely arduous and strenuous. However, the logis- 
tical support capabilities of Chinese military forces are still 
very weak today. Waging a highly destructive, high attri- 
tion war urgently requires powerful support. This is one of 
the reasons that wartime reserves will be used primarily to 
fulfill all sorts of support tasks. If reserves can shoulder 
strenuous support tasks. they can greatly reduce combat 
troops’ logistical support burdens, thereby permitting 
troops and weapons to concentrate on front line combat. 
Furthermore, the weapons of the reserves are relatively 
poor. and their combat capabilities are also relatively 
weak. Using them for front line combat could adversely 
affect overall combat. Therefore. reserves should be used 
mostly for concomitant support tasks in a limited high 
technology war. 


Therefore. the peacetime organization. equipping, and 
training of reserves should improve their ability to carry 
out support tasks. First various kinds of specialized logis- 
tical support contingents should be established in the 
militia. The use of technology in civilian life 1s developing 
fairly rapidly today. The degree of mechanization and 
automation 1s fairly high. The technical equipment used in 
many industries can be used for military purposes. This 
provides a foundation for peacetime establishment of 
specialized support contingents in the militia, making 
possible the call up during wartime of large numbers of 
technical support reserves. Examples include the establish- 
ment in peacetime of militia engineer repair support 
contingents in machinery repair plants and mines that can 
serve as a superb machinery repair force during wartime. 
Second is adherence to a policy of peacetime and wartime, 
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military and civilian compatability, civilian motor vehi- 
cles, engineering machinery, and communications equip- 
ment being mobilized for use during wartime. Forces 
should be organized for their technological transformation 
to expand their military use functions. This would both 
save the nation’s financial and material resources and also 
improve the reserves’ ability to carry out support tasks. 
Third is greater applied training to improve overall sup- 
port capabilities. Until specialized militia support contin- 
gents are organized, logistical support training should be 
given existing special militia contingents. The emphasis 
should be on conducting complete support drills for special 
technical contingents in the militia and troops on active 
duty to bring about the optimum combination of support 
personnel and support equipment, support matters and 
support forces to improve overall wartime support capa- 
bilities. 


Military Officers Prepared To Survive in Civilian 
Economy 


94CEM0286A Beijing GUOFANG [NATIONAL 
DEFENSE] in Chinese No 3, 15 Mar 94 pp 12-13 


[Article by Zhou Kaixi (0719 7030 0823), director of the 
Political Department, Shanxi Provincial Military 
Region: “Effect of Market Economy on Military 
Officers’ Thinking and Remedies Therefore™] 


[Text] The rapid rise of the socialist market economy has 
infused new vigor and vitality into the building of the 
military officer corps. At the same time, however, it has 
produced some new situations and new problems that 
merit close attention. How to guide and correctly assess 
individual careers in order to deal correctly with the 
problem of leaving or staying in the armed forces is a 
question that must be diligently studied and solved to 
maintain continuity in the military officer corps today. 


1. Updating Ideas About Choosing an Occupation, 
Demolishing Psychological Obstacles to “Wanting To 
Leave But Not Daring To Leave” the Armed Forces 


Every year a number of military officers leave military 
service for civilian life as the needs of national economic 
construction and the building of national defense 
require. This is necessary for hastening modernization of 
China’s armed forces and turning them into a crack 
force. It is also an important means of providing talent 
for building the national economy. However, with the 
rise of the socialist market economy in recent years, 
there has been a general reluctance among provincial 
military region officers—particularly division and regi- 
mental officers—to leave for civilian life. Getting them 
to leave has been fairly difficult. On the surface. it 
appears that these military officers do not want to leave 
the armed officers, but actually it is not that they do not 
want to go, but that they do not dare to go. As reform of 
the national political system intensifies, narrowing tra- 
ditional and ideal channels for a “second career.’ objec- 
tively, they fear that they will not be able to find jobs to 
their liking. Subjectively, they lack the psychological 
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preparation and the associated attributes for swimming 
along smoothly in the vast ocean of the market economy. 
They fear that they if they “put to sea,” they will 
flounder, their standard of living declining. These prob- 
lems reflect in a concentrated way the outmoded ideas of 
some military officers about choosing an occupation. 
Therefore, clearing away the psychological impediments 
of military officers “wanting to leave but not daring to 
leave” requires development of enabling ideas and elim- 
ination of disabling ideas, and updating traditional ideas 
about choosing an occupation. 


Guiding military officers in establishing correct ideas 
about choosing an occupation must begin with the 
strengthening of three awarenesses. First is the strength- 
ening of economic awareness. Perseverance in the vig- 
orous development of productivity centering around the 
building of the economy is. and will continue to be, our 
country’s main task for some time to come. Under- 
standing of the economy and being able to do business 
has gradually become the attribute that military cadres 
transferring into civilian life need most. Having a 
“second career” in the market economy has also become 
the main direction for military officers transferring into 
civilian life. Inasmuch as military officers have been 
engaged in military activities for a long time, running 
about between military camps and drill grounds, they are 
somewhat lacking in a knowledge of the economy and 
they are separated from the business world. Thus, lack of 
confidence about “putting to sea” is understandable. 
However, we must also realize that military officers 
successful experiences in the surf of life give them 
advantages that few civilian cadres can match. Indomi- 
table will, the ability to plan and devise strategies on a 
large scale, agile and flexible mental attnbutes, and a 
painstaking and resolute style of management, judg- 
ment, and decision making are also requirements of a 
modern entrepreneur. So long as we are adept at 
applying military tenacity to study of the economy, learn 
how to swim by actually swimming, and develop exper- 
tise through the baptism of commercial fire, military 
officers who become civilian cadres will be completely 
able to recreate a brilliant career in the tide of the market 
economy. Second is the strengthening of their awareness 
of the need to branch out. We must get rid of the mental 
set about transferring from the armed forces into civilian 
life of “not leaving unless they can go into a party or 
government organ, and not leaving unless a position has 
been arranged for them.” We have to get over the way of 
selecting an occupation that they have used for many 
years, supposing that work on the “battlefield” leads to a 
position in the “official arena.” We must change boldly 
from “the drill field” to the “shopping mall.” Third 1s 
greater awareness of competition. Competition is an 
inherent trait and an important characteristic of a 
market economy. Military officers who transfer into 
civilian life have to develop confidence about daring to 
compete. being good at competing. and being bound to 
win at competition. We must fully realize that 1m trans- 
ferring from military into civilian life, long rehearsed 
methods of leading troops and ways of employing troops, 
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strict organizational discipline concepts and vigorous 
and speedy work style. and systematic micromanage- 
ment and decisive macro decision-making abilities are 
needed not only on the drill field and on the battlefield. 
but also in the marketplace and 1n the shopping malls. So 
long as we are fully psychologically prepared and pre- 
pared with knowledge. and have the courage to dare to 
try and dare to innovate, weakness can be turned into 
strength. 


In addition to strengthening the three awarenesses. an 
occupation must also be chosen at once. First. in 
choosing between a government agency and the grass- 
roots, the focus must shift from an agency to the grass- 
roots. Second. in choosing between a public institution 
and a business enterprise. the focus should be not on 
political institutions but on business enterprises. Second, 
in choosing between administrative work and technical 
work, the focus must shift from administrative organs to 
the technical field. Faced with the pounding of the 
market economy surf, military cadres must say good-bye 
to their traditional ideas about choosing an occupation. 
They must make the most of their strengths. avoid their 
weaknesses in choosing what 1s right for them. This way 
they will certainly be able to find their own optimum 
bearings in the economic construction ocean. 


2. Perfection of the Motivation Nlechanism To Solve the 
Proclivity of Some Military Offices To Be Complacent 
Instead of Doing Their Utmost 


In the long run, an overwhelming majority of military 
officers will have to deal with the problem of leaving. but 
in the short run. the reality that most comrades face ts 
how to stay. When making arrangements for the transfer 
to civilian life, provincial military regions find a general 
unwilligness to leave among military officers. Holding 
on to officers 1s seemingly not a difficull task. However, 
officers who are content to remain in the armed forces 
are not necessarily conscientious officers. Just because 
they do not want to leave does not mean that they will 
work diligently. While fully recognizing that most cadres 
cherish the armed forces and are scrupulous in the 
performance of their duties. one must pay close attention 
to the small number of comrades who have been hurt by 
the pounding of the market economy. and the difference 
between military and civilian pay. Although the number 
of such comrades is not large. their influence is very 
great. Solving these problems requires, first of all, 
building and perfecting an education mechanism. Under 
the market economy. concern for material benefits, 
emphasis on material goods, and a lust for money and 
wealth have seemingly become the vogue. Some people 
feel puzzied about the purpose of our armed forces 
traditional political education. I feel that the more 
reform and opening to the outside world, and the greater 
the development of the market economy, the greater the 
need to speak out boldly and assuredly about basic 
principles. Soldiering 1s a thankless occupation. Being a 
soldier means making contributions and sacrifices. Some 
people are prone to judge the social value of a military 
man in terms of his possessions. They are preoccupied 
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with comparing soldiers’ income with the “big money™ 
in civilian life, and comparing it with that of the rich 
people in developed coastal areas. Thus, they come to 
the negative conclusion that the differences between 
military and civilian life are becoming greater and 
greater. This is a biased outlook. It is not that the two 
cannot be compared. but that they must be compared 
scientifically and fully. We must compare both income 
and functions, as well as benefits and. even more. 
contributions. In wartime, our armed forces raise high 
the banner of “being first into the fray and the last to 
withdraw,” fighting bravely for the liberation of the 
motherland and the prosperity of the people, advancing 
wave upon wave. In peacetime, the motto of our armed 
forces is “being first to endure hardships and last to 
enjoy,” establishing a firm ideology of “putting the 
people’s prosperity first and our own last: when the 
people are prosperous, we are happy.” We must establish 
a correct outlook on life, value concepts. and ideas about 
hardship and joy. From the feeling of honor and the 
sense of responsibility for protecting the nation and 
defending the homeland, we must find sources of 
strength for the army to be willing to sacrifice and dare to 
make contributions in the new era. Second ts the estab- 
lishment of a competition mechanism in which rewards 
for excellence and punishments for sloth are given equal 
weight, and in which pressures and motivation play a 
simultaneous role. We must foster a rich atmosphere of 
equal competition, daring to forge ahead and daring to 
innovate in the military officer corps. We must employ 
effective techniques and feasible actions to concentrate 
troop thinking on building the armed forces. We must 
launch a broad campaign with the goals of striving to be 
first and creating excellence through the gradual building 
of goal responsibility systems. quantification of work 
tasks, the setting of targets, the setting of quality stan- 
dards, and the setting of results to be obtained. In 
addition, we must create a rewards and punishments 
mechanism that distinguishes clearly between the kinds 
of conduct that are to be rewarded and penalized. We 
must truly eliminate the persistent ailment of no distinc- 
tion in treatment whether one works much or little, well 
or poorly, or whether one works or does not work at all. 
Military officers who work diligently and who achieve 
outstandingly must be given priority consideration in 
transfers, pay raises and promotions in rank, and given 
material rewards as well. Military officers who are lazy, 
have low work standards, and who muddle along willy- 
nilly must be given the boot. They must be dealt with 
sternly. Only by distinguishing sharply between rewards 
and penalties, and ensuring that only the fittest survive 
can right actions be encouraged and harmful tendencies 
eliminated, and a healthy atmosphere propagated. In 
this way, every military officer will experience a feeling 
of pressure and urgency, and an aura and work style of 
striving to advance will be maintained in the entire 
military officer corps. Third 1s the gradual building of a 
strong benefit mechanism. Ideological education must 
be given to treat the problem of “self complacency and 
failure to exert oneself to the utmost” as a means of 
improving military officer's dedication to work, sense of 
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responsibility, and ambition to move ahead. At the same 
tume, rewards and punishments must be applied to 
arouse positive factors, and real efforts must be made to 
remove military officers’ worres, solve their difficulties, 
and eliminate anxietics about what happens to them at 
the end of their careers. Attention must be paid to 
providing vocational and technical traming to m-service 
military officers and to the improvement of their 
housing conditions and weliare benefits to dispel their 
current concerns and long-term wornes. Only in this way 
can the problems of complacency and tatlure to strive to 
the utmost be solved. 


3. Recommended Formulation of Related Policy Provi- 
sions To Straighten Out Procedures for Remaining or 
Leaving 


Basically, real attainment of “happiness tor those who 
leave.” and “conscrentiousness for those who stay~ 
depends on sound policies provisions about both military 
officers’ service and their reurement from active service. 
Inauguration of a succession of economic regulations in 
recent years accompanying the rise of the market 
economy has not been matched by sufficiently detined 
policy provisions regarding the resettlement of milttary 
cadres in civihan life. Even the regulations that have been 
inaugurated for the resettlement in civilian life of various 
kinds of armed forces cadres are not geared to the new 
Situations and new incongruitics in the market economy. 
Therefore, we believe that an “Active Duty Military 
Officer Civilian Life Resetthement Law” should be drawn 
up to ensure the timely retirement from active service of 
military officers as needs require and their assumption of 
a “second career.” How well miittary officers are resettled 
in civilian life not only has a direct bearing on the 
personal interests of military officers returning to civilian 
life and their families, but also on the dedication of active 
duty cadres. It even has an effect on the modermzation of 
the armed forces itself. Because of the present lack of a 
uniform cadre resettiement law that has strong binding 
force, different government entities and different trades 
and professions in different places deal differently with 
the receipt and placement of cadres in civilian lite. 
Because of the lack of concrete policy provisions. some 
cadres returning to civilian life are assigned to work 
several steps below their qualifications, and even though 
some families are relocated and their children change 
schools. their housing problems drag on tor a long time 
without solution. All these matters must be conscien- 
tiously addressed. Therefore, the government and mili- 
tary departments concerned should use tull study and 
testimony as a basis for drawing up and promulgating as 
quickly as possible applicable laws similar in spirit to 
those of the civil service system. These laws must contain 
clear provisions regarding a series of real problems 
including determination of the functional grade of cach 
officer. welfare benefits. and dependents employment, 
children’s schooling. and housing. This will put the 
resettlement of military cadres mn civihhan lite on a legal 
footing promptly. 
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Practice requires solution to the problem of meshing 
military officer active duty regulations with the new 
market economy situation. There can be no doubt what- 
soever that since their promulgation and implementa- 
tion several major existing regulations about building of 
the military officer corps have played a tremendous role 
in promoting the modernization of our armed forces, 
particularly the building of the military officer corps. 
Nevertheless, with the establishment of the market 
ecouomy, many of the existing regulations face a com- 
pletely new environment, which poses, in fact, the 
problem of how to mesh the regulations with the new 
environment. For example, it 1s mostly the young com- 
pany and platoon level non-officer cadres who held low 
positions that the market economy welcomes while few 
company and platoon military officers find employment 
in the civilian economy. Battalion, regiment, and divi- 
sion officers have 40, 45, and 50 years of military 
service. These military officers who are old and who hold 
high positions are themselves fearful of leaving the 
armed forces and the civilian sector is fearful of taking 
them. It is very difficult to place them 1n jobs. As another 


example, since competition is the main characteristic of 
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a market economy, competition and human talent con- 
cepts must be introduced into the building of the armed 
forces and given full expression in the system. This is the 
only way to create rapidly a large body of talent for 
running the armed forces and commanding troops pos- 
sessed of real ability and learning. It is the only way to 
cultivate and enhance military officers’ awareness of 
competition. However, existing regulations doe not 
express any of these points clearly. These problems must 
be diligently studied against the background of the 
market economy. Our army's cadre system and associ- 
ated regulations and provisions must be improved, 
amplified, and perfected. In the course of improving 
legislation and preparing rules and regulations, the spe- 
cial nature of the building of a mulitary officer corps 
must be stated and gradually meshed with the market 
economy's inherent mechanism. A fine environment and 
complete conditions must be provided in which military 
officers can not only perform meritorious deeds in 
military service but also lay a solid foundation for their 
future participation in building the economy. This will 
provide guidelines to fall and laws on which to rely in 
military officer administration. It will play a greater role 
in revolutionizing, modernizing. and standardizing the 
armed forces, and in socialist modernization. 
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NORTHWEST REGION 


Cotton War in Xinjiang Becomes ‘Fierce’ 


9Y4CMO313A Hong Kong NAN PEL CHI [NORTH AND 
SOUTH POLES] in Chinese No 285, 18 Mar 94 
pp 37-38 


[Article by Shen Zhou You Zi (4377 1558 3266 1311): 
“Xinjiang’s Cotton War’—Excerpts from 28 February 
1994 CHINA INDUSTRY AND BUSINESS TIMES— 
First paragraph is NAN PEI CHI introduction] 


[Text] Cotton production dropped in 1993. Since the 
beginning of 1994, a large number of customers have 
come in flocks to Xinjiang to purchase cotton, while 
Xinjiang seizes this opportunity to demand payments to 
clear “chain debts” and many units and self-employed 
cotton dealers actively sell and buy cotton. This has 
further sharpened the contradiction between the supply 
and demand of cotton. 


The cotton war in Xinjiang has become more and more 
fierce in each passing day after the New Year’s Day of 
1994, 


In mid-January, deputy governors of Shandong, Jilin 
and other provinces in charge of economic affairs per- 
sonally led delegations to come to Xinjiang to buy 
cotton. Around 20 January. delegations from Liaoning, 
Tianjin and other provinces and cities also rushed to 
Xinjiang. All the 100-odd beds of the hotel run by the 
autonomous regional cotton and hemp company in 
Nianzigou in Wushi City, were occupied by cotton 
dealers from China’s hinterland. The office of the 
regional cotton and hemp company is also in the same 
building. making things convenient for businessmen to 
buy cotton, 


Cotton dealers also stay in the nearby Ili Hotel, Hua- 
ngchao Hotel and the Bozhou General Office. Some 
companies and individuals inside and outside Xinjiang 
that are not cotton dealers also come to the cotton 
market to buy cotton. The reason for the outbreak of this 
cotton war 1s quite simple—the decline in cotton pro- 
duction in China’s hinterland provinces. 


Serious disasters hit cotton-producing provinces and 
districts in China’s hinterland in 1992 and 1993. Cotton 
boll worms were widespread. Some areas suffered from 
drought, while others were hit by waterlogging. Produc- 
tion costs rose, and cotton farmers lacked enthusiasm in 
growing cotton. As a result, cotton production continu- 
ously dropped for two years running, and inventories 
plummeted on a large scale. Shandong, a major cotton- 
producing province, purchased 24 million piculs of 
cotton in 1991, but was only able to buy 6 million piculs 
in 1993. That was only equivalent to the cotton output of 
the Kashi Prefecture in Xinjiang Autonomous Region. 
In 1993. Xinjiang ranked first in cotton production in 
terms of the total acreage of cotton fields. total cotton 
output, per-unit yield and volume of purchase of cotton. 
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Three Provinces in Northeast China Suffer From 
“Chain Debts” 


The state monopolizes the purchase of cotton, and the 
cotton and hemp company shoulders the responsibility 
of marketing and selling cotton. However, Xinjiang was 
plagued by the serious phenomenon of “chain debts.” 


Here comes the opportunity. When the debtors who 
made people develop headaches came to Xinjiang once 
again and eagerly wanted to buy cotton, the people in 
Xinjiang naturally did not want to lose this fine oppor- 
tunity to get their money back. 


On 31 December 1992, the regional cotton and hemp 
company wrote a letter of policy to its major debtors— 
the three Northeastern provinces. The letter demanded 
that cotton dealers in the three provinces “pay two piculs 
worth of money for one picul of cotton” in order to pay 
off whatever they owe Xinjiang. 


Around 10 January 1994, the regional cotton and hemp 
company categorically stopped the supply of cotton to 
the three provinces in Northeast China. The reason was 
that “the amount in arrears was so huge that unless the 
old debts are paid off, new cotton will not be supplied.” 


China’s Ministry of Domestic Trade gave Xinjiang vig- 
orous support. It sent letters to various provinces and 
cities demanding that “from making plans dovetail and 
account settling. all actions should be carried out 
between a provincial-level company and the cotton- 
producing district concerned.” 


The ministry’s support produced actions. After a few 
days, the Liaoning Provincial government delegation led 
by the director of the provincial economic commission 
arrived in Xinjiang to conduct negotiations. The Mayor 
of Changchun City and his team came to Xinjiang to 
“sue for peace” on 18 January. Around 20 January. the 
Jilin Provincial Delegation went to Xinjiang... 


The “sanction” measure created strong repercussions 
among the customers. I visited the head of the depart- 
ment of supply and marketing of a textile mill from 
Liaoning in room 417 of the regional cotton and hemp 
company’s hotel. He said: “there are 10,000 workers in 
our mill. Each year we need 10,000 tons of cotton which 
mainly come from Xinjiang. | came here in December 
last year to wait for cotton. This sanction taken by 
Xinjiang is devastating. Ours is an old mill, and we had 
ties with Xinjiang a Jong time ago. Nor did we owe 
Xinjiang any money, but we are also involved now.” 


Zhang Yuzhu from the Shenyang Textile Mill said: 
“When the leaders from Xinjiang came to visit our mill. 
we lined up to welcome them, beating drums and gongs. 
It is now said that people in Xinjiang have a bad 
impression of Northeast China, and they now stop 
supplying cotton to these provinces in that region. How- 
ever, they treat our mill quite well. and supply us with 
cotton on a priority basis. You know, we paid a high 
price for this batch of cotton. It 1s tainted with the blood 
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of our mill's managing director Liu Baoshan and Depart- 
ment head of raw materials Yu Anlong. They died in the 
plane crash on 13 November 1993, when they came to 
Xinjiang to buy cotton!” 


Liu Neijie from the Nuerhe Textile Mill in Liaoning told 
me in the morning of 20 January: “I am lucky. Although 
I waited for two months, | am Xinjiang’s first customer 
since it lifted the sanction against Northeast China. This 
time, Xinjiang gave us 30 railway freight wagons and 
240,000 piculs of cotton. Our mill owed Xinjiang 
200,000 yuan. We just paid off our debts now. It is 
estimated that one third of our textile enterprises will 
stop operation due to lack of raw materials. Our mill 
needs 3,600 tons of cotton each year. Xinjiang supplies 
us with 2,000 tons, and we get 200 tons from our own 
sources in the province. We are still short of 1,400 tons. 
We have to rely on imports. We cannot afford to suspend 
operation. We will lose more than 100,000 yuan a day if 
we stop operation for a single day. We already stopped 
operation for one month, and we lost at least 3 million 
yuan. Nevertheless, we cannot blame Xinjiang in this 
connection. We owed Xinjiang money. We can only 
blame ourselves for the sanction.“ 


Countless Units and Individuals “Plunge Into War™ 


The Xinjiang Autonomous Regional Supply and Mar- 
keting Cooperative held a “news briefing” last year in 
which it allowed the cotton-producing prefectures and 
counties to directly sell cotton to other customers in 
various localities. Many people mistakenly believed that 
it was a sign to completely decontrol cotton business 
operation, and rushed to buy and sell cotton. Others 
believed that making money is easy by buying and selling 
cotton. They paid great attention to cotton dealers from 
the hinterland and railway freight wagons, and tried one 
thousand and one ways to buy cotton of lower grade in 
order to reap staggering profits. 


There is a most energetic group in this war of cotton. 
Countless units and individuals are doing cotton busi- 
nesses. According a survey, more than 100 enterprises 
supply cotton in Korla City alone. Most of the units 
know little about cotton business. Even some of the 
cotton mills in Xinjiang sold their own inventories to 
outsiders. Some banks, party and government organiza- 
tions, railway departments and even army units are also 
doing cotton business. 


Due to the decline in cotton production in the cotton- 
producing provinces and districts in China's hinterland, 
a large number of cotton dealers brought money to 
Xinjiang to buy cotton. However, the situation in cotton 
delivery in Xinjiang is not so ideal due to the low railway 
transportation capacity. Particularly the regional supply 
and marketing cooperative finds it difficult to cope with 
this situation. 


Many cotton dealers are extremely disappointed at the 
situation at the secondary cotton and hemp freight 
station in Korla. In may 1993, the Dairen Textile Mill 
was promised 20 railway freight wagons for cotton 
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delivery. Right now, only one wagon ts available. Funds 
of tens of millions of yuan are tied up here, while the 
cotton mill in Dairen is eagerly waiting for cotton. 
Failing to send out even a single freight wagon of cotton 
back home for several months, some mills from Yunnan 
and Sichuan are demanding refunds. 


Some units or individuals that profiteer by buying and 
selling cotton also blatantly sold cotton of lower grade as 
high-grade cotton in order to reap staggering profits. 
They basically ignored the quality standards set by the 
state and business ethics, and unscrupulously changed 
grade marks outside the cotton bales, and palmed off the 
inferior cotton as good, hoodwinking the cotton growers 
while entrapping the cotton dealers. 


The work team to “strike at the fake” conducted a 
check-up in June last year. Cotton with fake grade marks 
accounted for 38.7 percent and cotton without any grade 
marks made up 56.91 percent of the samples surveyed. 


Comrades of the work team said with great anxiety: 
“Xinjiang is a major cotton-producing region. The 
future major customers are still the medium-sized and 
large cotton-consuming enterprises in the country. These 
intermediary companies and self-employed cotton 
dealers are only doing cotton business when cotton ts in 
great demand. Once the supply of cotton far exceeds the 
demand, they would disappear right away. If we do not 
exercise self-discipline, and cannot win our customers’ 
confidence or deliver cotton on time, our customers 
would turn to other cotton-producing areas. The final 
victim would be Xinjiang itself. 


An official of the autonomous regional department for 
market control believes that all the cotton illegally sold are 
from the cotton and hemp companies in various localities 
in Xinjiang and those of the Production and Construction 
Corps. We have to blame ourselves. Peasants rarely have 
cotton processing plants. The cotton and hemp depart- 
ment has a carefully designed procurement and delivery 
system. Therefore, the trouble is inside, he said. 


I visited a self-employed businesswoman in Wushi. She 
now owns ten enterprises including a steel rolling mill, a 
jewelry store, a chemical plant and a large hotel. She 
began her cotton business in December 1993. Right now 
she has more than a dozen customers. One time, a 
customer from Henan wanted to buy 3.5 million yuan 
worth of cotton. I asked her where she could possibly buy 
cotton of such a large amount. She said that she has a 
friend working in Xinjiang’s regional department of 
economic affairs and trade, who can supply her with a 
large quantity of cotton. She had already signed a con- 
tract with her customer to supply 1,000 tons of cotton. 
Their conversation was interrupted by another customer 
of hers, and the interview was brought to an end. 


Violation of Market Law and Continuous Sufferings 


It can be concluded that China’s problems tn agriculture 
in the 1990's are not created on the basis of economics of 
scarcity. The issue of agriculture is no longer one of 
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“winning a bumper harvest.” Perhaps, the problems will 
be more serious when there is a better harvest. 


China reaped a bumper harvest of cotton in 1991. The 
sale of cotton slowed down. At that time, Xinjiang gave 
up its cotton marketing right. At one time, the cotton and 
hemp companies in various localities in the autonomous 
region sent out salesmen to China’s hinterland to push 
the sales of cotton. Meanwhile, the state lowered the 
cotton purchase price by 25 yuan a picul. In addition, the 
cotton purchasing departments often issued white JOU 
slips instead of paying cash when they purchased cotton. 
They refused to pay a good price for cotton of high 
quality. At the same time, the price of producer goods 
was rapidly rising. As a result, peasants’ enthusiasm 1n 
growing colton was greatly dampened. Peasants were 
unwilling to grow cotton and the acreage of farmland 
planted with cotton was shrinking. The total acreage of 
farmland planted with cotton in 1993 was 130,000 mu 
less than that in 1992. 


Although this was something which happened tn the past, 
the “cotton war” at the end of 1993 showed extremely 
favorable prospects for the cotton business in 1994. It 1s 
precisely this type of market law which repeats itself in 
endless cycles that make people worry about 1994. 


Cotton Reverts to State Control 


Y4ICMO3Z1I3B Urumqi XINJIANG RIBAO in Chinese 
6 Apr 94 pl 


[Article by reporter Liu Xiaofeng (0491 2556 7364): 
“Xinpiang’s Cotton Market Placed Under Flexible. but 
Neither Rigid Nor Unruly State Control”’—Guarantee 
Exports and Meet Needs of Key Enterprises and Textile 
Industry | 


[Text] Xinjiang has placed its cotton market under state 
control. This has not only satisfied the needs of the 
textile industry in the autonomous region, met the 
requirements of China’s key enterprises, and overful- 
fillea the tasks in exports; but also cleared up the chain 
debts which had plagued us for many years and sup- 
ported the economic development in Xinjiang. 


Due to the fact that a number of major cotton-producing 
regions in China were hit by natural disasters, cotton 
production dropped last year. As a result, cotton became 
the most demanded raw material on the market this 
spring. A cotton bumper harvest was reaped in Xinjiang 
last year. Our region ranked top in the country in terms 
of total output and cotton allocated for transfer to other 
localities. Therefore, some enterprises and individuals in 
China’s hinterland came to Xinjiang in flocks to buy 
cotton. In the face of this situation, the autonomous 
regional people's government has resolutely changed its 
last year policy of decontrolling the cotton markets at 
three different levels, and decided to allow the cotton 
and hemp company of the autonomous regional supply 
and marketing cooperative to monopolize the purchase 
and marketing of cotton at a fixed price; ensure top 
quality and ensure exports; meet the needs of China's 
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major enterprises; and satisfy the requirements of Xin- 
jiang’s own cotton textile mills. As of 20 March, the 
regional supply and marketing cooperative had already 
fulfilled the annual task of supplying 72,000 tons of 
cotton for exports, and met the needs of major enter- 
prises in Beijing, Tianjin and Shanghai. It had shipped 
out 120,000 tons of cotton to various localities and 
helped withdraw 2.5 billion yuan from circulation. 


Meanwhile, the practice of placing the purchasing and 
marketing of cotton under state control has ensured the 
supply of cotton to Xinjiang’s own cotton textile 
industry. Gone are the days when Xinjiang’s own cotton 
mills badly needed raw materials, because all the cotton 
was sold to various localities in China’s hinterland 
whenever the cotton price rose. This practice has sup- 
plied so much cotton to all cotton textile mills in the 
autonomous region that more than | million spindles in 
the mills are running in full speed. During the first two 
months in 1994, all the cotton textile mills in Xinjiang 
had made up their deficits and increased profits. 


It was also because of this practice that cotton dealers 
had paid back 80 percent of their debts to Xinjiang. 
Some problems were solved whereas some debtors tried 
to skip the regional cotton and hemp company and 
directly deal with the prefectural or county-level cotton 
and hemp companies tn order to buy new cotton without 
having to pay back their old debts. This year, cotton 
dealers are asked to clear their old debts first before they 
are allowed to buy new cotton. Right now, old debts 
totaling 360 million yuan have been cleared. 


The practice of monopolizing the purchasing and mar- 
keting of cotton by the state has also helped withdraw 
from circulation the various bonus funds for cotton 
production. It 1s expected that 72 million yuan of such 
funds will be withdrawn from circulation this year. 
Meanwhile, due to the fact that Xinjiang has sold a large 
amount of cotton to other localities according to the state 
plan, the state will reward the autonomous region with 
chemical fertilizer and diesel oil totaling 150 million 
yuan in value. These funds will be used to support cotton 
production and reward the cotton growers. 


Commentary on State Control 


94CMO3Z1I3C Urumqi XINJLANG RIBAO in Chinese 
6 Apr 94 pl 


{Short Commentary: “Take Overall Situation Into Con- 
sideration, Help Nation Get Over Difficulty”) 


[Text] No chaotic situation such as the “wool war” and 
“sugar war” which broke out two years ago has recurred, 
because Xinjiang has strengthened its cotton manage- 
ment in accordance with the state plan. In despite of the 
fact that there are still nearly 200,000 tons of cotton 
leaking out of Xinjiang through different legal channels 
right now, most of the cotton is safe and intact. The task 
for cotton exporters 1s fulfilled, and the needs of the state 
and Xinjiang’s own textile industry for cotton are met. 
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Therefore, Xinjiang has made contributions to the state 
in ensuring the supply of cotton. 


The practice of placing cotton supply under state control in 
Xinjiang has evoked many criticisms. Some people believe 
that right now we are promoting market economy and it is 
necessary to allow free competition. To practice planned 
management means turning back the clock. At the national 
conference on cotton production, Vice Premier Li Langing 
emphatically pointed out that now is not the time yet to lift 
all the restriction on purchasing and marketing cotton. 
There are two ways in developing market economy, one of 
which is to promote market economy in accordance with 
the state of affairs in our own country. What we develop is 
a socialist market economy. The word socialist is there. 
The state must exercise macro-control over the major 
aspects of the economic sector. To exercise macrocontrol 
according to the actual situation ts precisely what comrade 
Deng Xiaoping said—sometimes we place more emphasis 
on planning, while at other times, we place emphasis on 
market regulation. In his talks during his tour in South 
China, Comrade Deng Xiaoping also pointed out that 
planning and market regulation were both means of con- 
trolling economic activities. The key lies in whether or not 
it is conducive to developing the national economy. 


At a time when cotton is in short supply and all key 
enterprises need help, should we seize this opportunity to 
sell cotton at a higher price and make a profit, or should we 
sacrifice our partial and local interests and take the overall 
Situation into consideration to help the state get over its 
difficulty? Naturally our answer is the latter. 


Moreover, Xinjiang should attribute its rapid cotton 
growth to the support of the central authorities. In recent 
years, the government spent as much as | billion yuan 
each year in support of Xinjiang’s cotton production. 
How can we refuse to help the nation get over its own 
difficulties? 


Xinjiang Produces Poor Quality Cotton 


94CM0313D Urumqi SHENGHUO DAOBAO [LIFE 
HERALD] in Chinese 13 Apr 94 p 1 


[Article by Liu Xiaofeng (0491 2556 7364): “Think 
Soberly When Cotton Is a Hot Item in Market”] 


[Text] When cotton production in Chinaa’s other major 
cotton-producing regions sharply dropped in 1993 
because of natural disasters, Xinjiang reaped a bumper 
harvest of cotton, and ranked top in the country in terms 
of total output and the amount of cotton delivered to the 
other localities in the country. 


This year, the state has formulated an even more prefer- 
ential policy to encourage peasants to grow cotton. As a 
result, more cotton has been planted than ever before in 
various localities. People in Xinjiang are now faced with 
a question which cannot be ignored. When cotton- 
growing becomes more popular throughout the country, 
can Xinjiang still maintain its predominant role in 
cotton production? Would Xinjiang’s cotton maintain 
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its status as that of “the emperor’s daughter who is 
unworried about getting married?” 


Facts prove that the situation is not so optimistic. 
According to a survey conducted by the department 
concerned, textile mills in China’s hinterland often use 
cotton produced in Xinjiang as secondary cotton 
because of the poor quality of Xinjiang’s cotton. It is 
high in sugar content but low in strength. Cotton pro- 
duced in Xinjiang only accounts for one third of the total 
amount of cotton used. The issue of quality has made 
Xinjiang lose more than half of the domestic market. 


On the international market, the amount of Xinjiang’s 
cotton which meets the standard for export only made 10 
percent of the total amount of cotton exported in 1993. 
The price of cotton is approximately 10,000 yuan per ton 
in China, while that on the international market is 
between 14,000 and 15,000 yuan. Cotton growers in 
Xinjiang would benefit a great deal if Xinjiang can 
increase its cotton exports by 100, 200, or even 300 
percent. 


Why is Xinjiang unwilling to earn the money that it can 
readily make? Is it so hard to solve the problem of high 
sugar contents in cotton? 


It is understood that in order to lower the sugar contents 
of cotton, the autonomous regional commission of sci- 
ence and technology, the regional department of agricul- 
ture and the regional supply and marketing cooperative 
have worked hard to develop and popularize the use of 
new cotton varieties of lower sugar contents. However, 
they have seen little results, because they mainly adopted 
administrative measures in introducing such new vari- 
eties. The peasants in some cotton-producing districts 
stubbornly cling to the old varieties. They believe that 
old varieties such as “Daling Cotton” and “Junmian No. 
1” are easy to grow and their yields are high. They do not 
take into consideration the fact that cotton growers will 
have a hard time selling cotton of lower quality and 
making a profit. 


In order to help Xinjiang’s cotton play a predominant role 
on the market, the autonomous region has decided to 
popularize the use of new cotton varieties via economic 
means this year, and adopted the policy of paying more for 
cotton of higher quality and less for cotton of lower 
quality. Beginning from | September when new cotton 
appears on the market, there will be a price difference 
between cotton of different varieties. With cotton of fine 
strain “Xinluzao No. |” as the standard, the prices of 
cotton of the “Daling” and “Junmian No. |” varieties will 
be lowered by 2 percent in 1994, 6 percent in 1995 and 9 
percent in 1996 in an effort to eliminate varieties of poor 
quality within a period of three years. 


As more and more state preferential policies are on their 
way out, competition will become even more fierce on 
the cotton market. Xinjiang has a vast area of arable 
land, and the climate is particularly suitable for growing 
cotton. As long as we work hard to improve cotton 
quality, we believe that cotton of high quality will 
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definitely become a commodity that cotton users both at 
home and abroad will be eager to buy and will triumph in 
market competition. 


State Cotton Policy Viewed 


94CM0313E Urumqi SHENGHUO DAOBAO [LIFE 
HERALD] in Chinese 27 Apr 94 p 1 


[Article by Li Yangshe (2621 2254 2378): ““Will Cotton 
Become Wool?”’] 


[Text] A raging “‘cotton war” broke out in Xinjiang this 
spring. 


In the face of the dynamic situation, some people of 
insight expressed their worries—Would today’s “cotton 
war’ become the “wool war” in the past that broke out 
several years ago? These worries are not groundless fears, 
because people in Xinjiang still remember how much 
they suffered from the “‘wool war.” Several years ago, the 
woolen fabric industry had rapidly developed, and the 
price of wool rose sharply. At that time, the wool market 
in the country was decontrolled. However, Xinjiang still 
practiced planned management on wool. Many people in 
the autonomous region were reluctant to sell their wool, 
waiting for the wool price to continuously rise. The 
relevant government departments adopted measures to 
prevent wool from leaving Xinjiang by setting up check 
points or insisting on the use of wool export permits. The 
woolen fabric enterprises in China’s hinterland which 
had already become market-oriented rapidly changed 
their tactics of buying their raw materials in China to one 
of ordering wool from the world market at a much lower 
price. People in Xinjiang were caught totally unpre- 
pared. As a result, a large quantity of wool was lying idle 
in the warehouses, for which people in the autonomous 
region suffered heavy losses. 


Cotton plays a significant role in developing Xinjiang’s 
economy. The total output value of cotton in 1992 
reached 4.51475 billion yuan, accounting for 38.67 per- 
cent of that of agricultural products. In the same year, 
the total value of cotton yarn, fabric, and seed for exports 
reached US$111.67 million, accounting for 24.6 percent 
of the total value of exports. The total value of cotton 
yarn, cotton fabric and cotton seed for exports reached 
US$169.9 million in 1991, accounting for 46.8 percent 
of the total value of exports. 


In 1992, peasants who had just extricated themselves 
from a planned economy had also realized the significant 
role of cotton. Their enthusiasm in growing cotton was 
extremely high. The total output of cotton in 1992 was 
667,600 tons [in Xinjiang], accounting for 14.7 percent 
of that in the whole country. However, information from 
the unpredictable cotton market showed that the supply 
of cotton exceeded demand. Although the autonomous 
regional people’s government changed exclusive mar- 
keting into multichannel marketing in selling cotton, 
Xinjiang and its cotton growers still suffered tremendous 
losses. As of August 1993, the total amount of uncollect- 
ible funds for cotton delivered by Xinjiang to various 
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localities under the state plan reached 520 million yuan 
(those of Production and Construction Corps not 
included). Many cotton growers were given white IOU 
slips for the fruits of their hard labor. Although the 
department concerned had repeatedly urged cotton 
growers to plant more cotton during the 1993 sowing 
season, the total acreage of farmland sown with cotton 
decreased. In addition. Xinjiang was hit by drought, low 
temperature, insect pests, hailstorms and other natural 
disasters. Cotton production declined in many districts. 
At that time, the price for cotton on the international 
market once again fluctuated. The cotton price was 
expected to rise, and the demand for cotton exceeded 
supply on the domestic market. 


At the end of 1993, Xinjiang restored the policy of 
exclusive marketing for cotton. At the beginning of 1994, 
it again resumed the interim measure of demanding 
permits for the delivery of cotton to localities outside 
Xinjiang. The autonomous regional industrial and com- 
mercial bureau set up highway check points at Hami and 
Ruogiang to check cotton-carrying trucks which were 
leaving Xinjiang. Cotton-carrying trucks without per- 
mits were detained. This kind of situation was similar to 
that during the “wool war.” 


However, when we compare the wars side by side. we 
find that the “cotton war” will not become a “wool war” 
in the near future. 


First of all, as an important industrial raw material and 
export resource, cotton has always been placed under the 
control of the state plan. Xinjiang has resumed the 
“permit” system for cotton to leave the region not 
because of its own interests. It 1s doing so because it takes 
the national interests into consideration. In early Feb- 
ruary this year, the State Council demanded that Xin- 
jiang adopt measures to stop selling at a higher price 
those cotton produced outside the state plan. to 
strengthen its unified management in purchasing and 
transferring cotton for the state and to ensure the fulfill- 
ment of the task assigned by the state in cotton delivery. 
However, during the “wool war’’, the wool markets in 
various provinces and regions in China’s hinterland had 
already been decontrolled, but everything remained 
unchanged in Xinjiang at that time. As a result, Xinjiang 
suffered a major setback. 


Next, the forecast for the cotton market 1s also extremely 
favorable to Xinjiang. According to a forecast made by 
the U.S. Department of Agriculture, the output of cotton 
in the world would be reduced by approximately 12 
percent during 1992 and 1993, and the whole world will 
be short of one million bales (218 Kg per bale) of cotton. 
It is estimated that the total cotton output in China in 
1993 would be 500,000 tons less than that in 1992, and 
that the supply of cotton would be tight in the whole 
country. 


The situation in cotton production ts excellent this year. 
Nevertheless, we must realize that it 1s unlikely that the 
cotton market will remain the same for a long time. 
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There are many corrupt practices in Xinjiang’s system in 
purchasing and marketing cotton. Serious problems 
would crop up if such practices are not corrected. 


After carefully analyzing Xinjiang’s system in pur- 
chasing and marketing cotton during the past several 
years, Dai Ningxiang, head of the Department of Agri- 
culture and Industry under the autonomous regional 
CPC committee, pointed out that when the cotton 
market takes a favorable turn, Xinjiang repossesses the 
management power and allows the regional cotton and 
hemp company to monopolize the purchase and mar- 
keting of cotton. When the cotton market slumps, it 
delegates the power to purchase and sell cotton to the 
county level. This kind of system is actually designed to 
shift the management risk onto cotton growers. The 
cotton market sagged in 1992. There arose a situation 
whereas it was hard to sell cotton, and cotton dealers 
often demanded a lower price or pay cotton growers 
white IOU slips for their cotton. Some preferential 
policies in growing cotton were not well carried out. All 
this has directly hampered cotton growers’ enthusiasm in 
cotton production. The decontrol of the cotton market is 
an inevitable trend. We must act according to the law of 
market economy: improve macro-control and readjust- 
ment; and quicken our pace to reform the system in 
purchasing and marketing cotton. The new system in 
purchasing and marketing cotton should not only take 
into consideration the interests of the cotton industry 
but also those of the cotton-producing districts. This 
system should not only make sure that the national 
interests are protected, but also avoid shifting the risk 
onto the cotton growers. Only by doing so, will it be 
possible to fulfill our targets for cotton production and 
rejuvenate Xinjiang’s economy. 


A department head of the regional supply and marketing 
cooperative expressed his own views in this connection. 
He pointed out, under the present condition, the practice 
of monopolizing the purchase and marketing of cotton 
affects, to a certain extent, the interests of the cotton- 
producing districts. The interests of the autonomous 
region and cotton growers are also not protected when 
the power in purchasing and marketing cotton 1s dele- 
gated to the county level, because in carrying out the 
state policy to reward cotton growers, the relevant 
departments of various provinces and districts outside 
Xinjiang only pick out Xinjiang’s cotton and hemp 
company. Our experience shows that this 1s also not a 
good practice. Nevertheless, to carry out cotton produc- 
tion and purchase and market cotton according to the 
law of market economy will be realized sooner or later. It 
is only a matter of time. We must gradually standardize 
the procedure of buying and selling cotton in accordance 
with the market requirements, and work out a new 
market-oriented system in purchasing and marketing 
cotton. He also expressed his own view on the future 
system in purchasing and marketing cotton. He said that 
one way is to establish a stable relation of mutual 
benefits between cotton producing districts and cotton- 
consuming factories by encouraging enterprise groups to 
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adopt the shareholding system. Factories that use cotton 
may make investments in cotton production through 
some investment channels, while cotton growers may use 
such funds to carry out production. Thus. when the 
cotton market 1s bullish, the supply of cotton 1s ensured. 
When the cotton market ts sluggish, cotton growers are 
not worried. Another way is to let cotton enter the 
futures market. Companies which represent the interests 
of cotton growers may enter the market to deal with 
factories that consume cotton one year ahead of cotton 
production, and allow venture businessmen to invest in 
the market. In this way, neither cotton producers nor 
cotton consumers would suffer losses. At the same time. 
cotton growers may correctly assess the cotton market of 
the next year, and determine their production scale. 


No matter what form will be adopted in reforming the 
system in purchasing and marketing cotton, we are faced 
with one stern reality. That 1s, Xinjiang must promptly 
make preparations to carry out production and manage- 
ment to meet the objective requirements set by the law of 
market economy. Otherwise, what happens to cotton may 
possibly become what happened to woo! in the old days. 


Shaanxi Regulations on Managing Religious 
Places 


Y4ICMO3234A Xian SHAANXI RIBAO in Chinese 
14 May 94 p 2 


[Regulations on Implementation of “Rules for Managing 
Places of Religious Activities” in Shaanxi Province} 


[Text] Article 1. These regulations are formulated in 
order to protect the citizens’ freedom of religious belie! 
and normal religious activities and to strengthen the 
management of the places of religious activities on the 
basis of the State Council’s “Rules for Managing Places 
of Religious Activities” and by taking into account the 
actual situation in this province. 


Article 2. Places of religious activities mean Buddhist 
and Taoist temples, mosques. and churches where citi- 
zens with religious belief conduct religious activities as 
well as other places regularly used for normal religious 
activities. 


Article 3. The people's governments at all levels shall 
reinforce their leadership over the management of the 
places of religious activities with a view to protecting 
normal religious activities. 


The religious affairs departments of the people's goyern- 
ments at all levels are the competent administrative 
authorities governing the places of religious activities. 
They are responsible for the governance and registration 
of the places of religious activities. 


Article 4. To set up a place of religious activities. an 
application shall be filed by a local religious organization 
or by the preparatory organization for the place of 
religious activities to the county people's government for 
approval. Registration shall be made with the counts 
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religious affairs department. Without such approval, no 
unit, organization, or individual is allowed to set up a 
place of religious activities. 


Approved and registered places of religious activities 
shall be given a certificate of registration, which is 
printed and issued solely by the religious affairs depart- 
ment of the provincial people’s government. 


Places of religious activities approved and established 
prior to the implementation of these regulations are 
required to make up the registration formalities. 


Article 5. The following conditions shall be met for the 
establishment of a place of religious activities: 


1. There are a definite place and a name; 


2. There are religious workers to take care of the religious 
activities or responsible persons for the religious activi- 
ties who are acceptable to the local religious organization 
and the religious affairs department of the local govern- 
ment; 


3. There are a sizable number of believer-citizens to 
participate in the religious activities; 


4. There are established management rules and proce- 
dures conforming to the Constitution, laws, and decrees: 


5. There are legitimate financial sources, and self- 
support can be basically ensured; and 


6. A democratic management organization has been 
formed. 


Article 6. Places of religious activities shall form a 
democratic management organization composed of 
democratically elected religious workers and representa- 
tives of believers to exercise democratic management of 
religious, general, and financial affairs. 


Members of the democratic management organization of 
the place of religious activities must support the leader- 
ship of the Chinese Communist Party and the socialist 
system, love the country and the religion, observe disci- 
pline, abide by law, safeguard the motherland’s unifica- 
tion and national unity, possess a certain level of reli- 
gious knowledge and management experience, and have 
registered with the local authorities as permanment 
residents. They have a three-year term of office and may 
be reelected. Before the end of the term of office, if any 
member is not appropriate for continued membership, 
the patriotic religious organization has the authority to 
replace or dismiss that member. 


Article 7. Main functions of the democratic management 
organization of the place of religious activities are: 


1. To educate believer-citizens to love the country, obey 
the law, and safeguard social stability, the motherland’s 
unification, and national unity; 


2. To educate believer-citizens to respect the freedom of 
religious belief of other citizens and to get along in 
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harmony with the masses who believe in other religions 
or other religious sects as well as those without religious 
belief; 


3. To organize and arrange religious activities and other 
religion-related matters for the place: 


4. To manage the financial affairs for the place under 
supervision by the believer-citizens and the departments 
concerned; 


5. To conduct, where conditions permit, production 
projects for self-support purposes as well as service and 
social-welfare programs and to organize productive 
activities for the place. 


6. To preserve the cultural relics and the historical, 
scenic, and famous sites in the place: 


7. To receive voluntary alms, giveaways, contributions, 
and donations from the masses of believers; and 


8. To safeguard the legal rights and interests of the place 
of religious activities and the believer-citizens. 


Article 8. Legally established places of religious activities 
shall be protected by law. No unit, organization, or 
individual is allowed to illegally infringe upon their 
interests or interfere in their activities. 


Activities of the places shall not violate the Constitution, 
laws, and regulations, nor shall they hamper or affect the 
normal order of society, production, work, and life. In 
addition, activities that damage the citizens’ bodily 
health or impede the national education system are 
prohibited. 


Article 9. Places of religious activities must adhere to the 
principle of operating independently and on their own 
without being swayed by any organization or individual 
outside the national boundary. 


Article 10. When places of religious activities want to put 
an outsider up for the night, they must first check his or 
her identification card or certificate issued by the peo- 
ple’s government at or above the township (town) level. 
If the stay lasts three days or more, temporary residence 
registration must be made in accordance with the house- 
hold registration rules. Places of religious activities are 
prohibited from letting any person of unknown identity 
stay overnight. 


Article 11. In accordance with the traditional religious 
habit, the management organization of the place of 
religious activities may accept small amounts of alms, 
giveaways, contributions, and donations given without 
any political condition by religious organizations or 
believers outside the national boundary. Large amounts 
of donations of this nature shall be handled according to 
the relevant provisions of the state and this province. 


Article 12. The democratic management organization of 
the place of religious activities may, with proper 
approval, sell and distribute legally printed religious 
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books and publications, audio and video tapes, and 
religious articles, but is not allowed to receive, transfer, 
or disseminate illegal religious propaganda materials. 


Article 13. No unit or individual shal! borrow or use 
without compensation or take over privately the incomes 
received by a place of religious activities, including reli- 
gious income, house rental income, labor income of reli- 
gious workers, and income earned by participation in 
various social service projects, except for the proportion 
submitted to the respective religious organization as stip- 
ulated. 


Article 14. When places of religious activities are closed 
down or merged and when there ts a change in their 
locations, names, management organizations, and 
responsible persons, their management organizations or 
responsible persons shall report to the original registra- 
tion office and complete the formalities as required by 
the registration procedure. 


Article 15. Houses, lands, mountain forests, pastures, 
gardens, and other religious property owned by the place 
of religious activities and steles, pagodas, and tombs 
legally put under its management shall be protected by 
law. No unit or individual 1s allowed to encroach upon or 
damage them. 


Requisition of land being used by the place of religious 
activities shall be carried out in accordance with the 
pertinent national regulations. 


Article 16. No unit or individual ts allowed to set up 
commercial or service outlets or hold shows or exhibitions 
within the scope of the place of religious activities without 
the approval of the democratic management organization 
of the place and the religious affairs department of the 
people's government at or above the county level. 


Article 17. Approval ts required from the democratic 
management organization of the place of religious activ- 
ities and the religious affairs department of the people's 
government at and above the county level for tearing 
down or renovating existing buildings and for construc- 
tion of new buildings in the place of religious activities. 


Article 18. Shooting of films or television programs in 
the place of religious activities requires the concurrence 
of the democratic management organization of the place, 
and the plan shall be submitted to the religious affairs 
department and the radio and television department at 


or above the county level for approval. Uf the place of 


religious activities rs a location where cultural relics are 
to be preserved. the plan shall also be submitted to the 
cultural ree administrative department for approval. 


Article 19. The numbers of religious workers and autho- 
rized emplovees of the place of religious activities shall 
be decided through consultation by the patriotic reli- 
gious organization and the religious affairs department 
of the people's government at or above the county level 
on the basis of the needs of the religious activities and 
the place's sell-support capability. 
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Article 20. Religious believers coming to this province 
from outside the national boundary may take part im 
religious activities at open Buddhist and Taoist temples 
and churches, but they must abide by China’s law and 
the pertinent rules of the places of religious activities. 
They are not allowed to preach and disseminate religious 
propaganda materials or interfere in China’s internal 
religious affairs. They shall not preside over any religious 
activity unless approval has been obtained from a reli- 
gious Organization at or above the provincial level. 


Article 21. Religious activities shall be conducted in an 
approved and registered place of religious activities. No 
one 1s allowed to preach or disseminate religious propa- 
ganda materials or publicize theism in any other public 
place. 


Article 22. If anyone violates these regulations by setting 
up a place of religious activities without proper approval! 
or carrying out ilegal activities, the religious aflarrs 
department of the local people's government, together 
with other departments concerned. shall. based on the 
seriousness of the case, order the stop of such activities. 
have the organization dissolved within a certain time 
limit, or ban such activities according to law. 


Article 23. If any unit or individual violates these regula- 
tions by infringing upon the legitimate rights and interests 
of a place of religious activities, the religious affairs 
department of the local people's government, together with 
other departments concerned, shall order the unit or 
individual to stop the infringement and give an indemnity 
for the economic loss caused by the infringement and. at 
the same time, take punitive action against the unit or 
individual such as warning or fine according to the ser- 
ousness of the case. Any case constituting a crime shal! be 
dealt with by the judicial organ so that the criminal 
liabihty can be affixed according to law 


Article 24. Ifanyone violates these regulations by tearing 
down or renovating existing buildings or constructing 
new buildings in a place of religious activities without 
proper approval, the religious affairs department of the 
local people's government has the authority to stop such 
violation and order the restoration of the orginal state of 
the place or the indemnification for the loss according to 
the seriousness of the case. If the piace is a location 
where cultural relics are to be preserved, the case shal! he 
dealt with by the cultural relic administrative depart- 
ment according to the relevant provisions 


Article 25. In case of violation of these regulations yy 
any one of the following acts, the religious attairs depart- 
ment of the local people’s government shall order the 
stop of the violation and may take such punitive action 
as warning, deregistration of the place of religrous acts 

ities, or confiscation of the legal articles or mcome 
according to the serrousness of the case \ny case con 
stituting an offense against public security shall be given 
administrative punishment by the public security organ 
mm accordance with the relevant provisions of the “Reg 

ulations Governing Offenses Against Public Order of the 
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People’s Republic of China.” Any case constituting a 
crime shall be dealt with by the judicial organ so that the 
criminal lability can be affixed according to law. 


1. The management organization of the place of religious 
activities forcibly solicits donations or illegally requests 
and receives money from religious organizations or 
religious believers outside the national boundary as 
contributions to its operating funds. 


2. Preaching. disseminating religious propaganda mate- 
nals, and conducting religious activities in public places 
other than the place of religious activities. 


3. Selling or distributing illegally printed religious books 
and publications, audio and video tapes, or religious 
articles. 


4. Receiving, transferring. or disseminating religious 
propaganda materials that have been illegally brought 
into the national boundary. 


5. legally letting outsiders put up for the night in the 
place of religious activities. 


6. Carrying out religious activities seriously hampering 
and affecting the normal order of society, production, 
work, and life as well as activities damaging the bodily 
health of citizens and impeding the national education 
sysiem. 


Article 26. Cases in which a religious organization or 
individual from outside the national boundary presides 
over religious activities, preaches, or disseminates reh- 
gious propaganda materials without proper approval ina 
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place of religious activities within this province shall be 
dealt with by the religious affairs department of the local 
people’s government together with other departments 
concerned in accordance with the relevant national reg- 
ulations. 


Article 27. If anyone violates these regulations by setting 
up commercial or service outlets, holding shows or 
exhibitions, or shooting films or television programs 1n a 
place of religious activities, the religious affairs depart- 
ment of the local people’s government shall, together 
with other departments concerned, order the stop of 
such violations and take such punitive action as warning 
or fine according to the seriousness of the case. 


Article 28. In dealing with violations according to these 
regulations, the religious affairs department and other 
departments concerned must act justly, abide by law, 
and notify the persons concerned of their decision in 
writing. 


In the event of disagreement with an administrative 
punishment. the person concerned may request a recon- 
sideration of the case or institute an administrative suit 
in accordance with the “Administrative Procedural Law 
of the People’s Republic of China” or the “Regulations 
on Reconsideration of Administrative Cases.” 


Article 29. Specific questions concerning the application 
of these regulations shall be interpreted by the religious 
affairs department of the provincial people’s govern- 
ment. 


Article 30. These regulations shall take effect on the date 
of promulgation. 
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Economic Disruptions by GAIT Membership 
Foreseen 

YICLOSIOA Hong Kone CHING-CHl TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 19. 

16 May 94 pp 30-31 


{Article by Hsu Hsin-peng (6079 1800 7720): “GATT 
Expected To Disrupt Taiwan Economy” | 


[Text] Delegates from over 150 countries and regions 
around the world signed an agreement in Morocco on 15 
April bringing an end to the Uruguay Round of negoti- 
ations under GAT T which had lasted seven long years. A 
new body—ihe World Trade Organization [WTO}]—1s 
created to enforce the new trade rules, replacing GATT. 
On | January GATT will cease to exist, its mission 
accomplished, and the WTO will formally begin to 
operate, porning the IMF and the World Bank as the 
three preeminent international economic and trade orga- 
nizations in the world. 


Preparations in Full Swing for Accession to GATTI 


The signing of an accord by the Uruguay Round and the 
issue of the Marrakesh Declaration portend the advent of 
a new era im international trade. To begin wath, the new 
WHO will be armed with a mechanism to arbitrate trade 
disputes, giving tt more authority to promote trade liber- 
alization and hence effectively counter the rising protec- 
tionism in international trade. Secondly, mternational 
trade will take bold strides toward a new cra of greater 
openness and fair competrttion. World-wide tarnfts will be 
Slashed 40 percent while taritts on industrial products will 
be cut 38 percent. lowering the average import tanff on 
merchandise to 3.9 percent. Thirdly, the rules of the game 
of international trade will become even more comprehen- 
sive. Currently GATT rules do not apply to services trade 
and agriculture but essentially regulate the manufacturing 
sector with the exception of textile products. The new 
trade rules. in contrast, will cover farm products, services, 
textile products, even intellectual property mghts like 
trademarks and patents as well as general merchandise 
trade. The operation of new trade rules will make global 
trade vastly more profitable. generating between $200 
billion and $300 billion in additional economic benefits 
annually world-wide. 


Qn | January 1990) Tamwan unilaterally apphed for 
accession to GATT as the “Taiwan, Penghu, Quemoy, 
and Matsu Tart! Territory” in the first step toward 
joing the three major mternational economic and trade 
organizations. The neat step is to fight its way back into 
the IMF and World Bank. Taman’s application to join 
GATT is supported by some countres. In addition to 
political considerations, such support is prompted by 
Taiwan's considerable economic muscle and the tact that 
its markets remain relatively maccessible. In 1993 Tar- 
wan's imports and exports totaled $162 billion, making 
it the I4th largest trading region in the world. Its 
economic growth rate was 6 percent and its per capita 
mecome topped $10,000, The opening of some of the 
markets on the island such as those for farm products, 
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automobiles, banking, and telecommunications has sub- 
stantial appeal to certain nations. The Taiwan authori- 
ties has earnestly vowed to join GATT later this year or 
early next year and become a founding member of the 
WTO. At the moment, preparations are in full swing for 
Taiwan's accession to GATT amid extensive coverage by 
the media. 


Advantages of Accession to GATT 


In my opinion, the intensification of economic regional- 
ization in the world and Taiwan's accession to GATT are 
the two major external forces shaping the island's eco- 
nomic future. In our analysis here we only focus on the 
pros and cons of its accession to GATT, leaving aside 
other issues. 


Generally speaking. after joining GATT Taiwan would 
be able to enjoy the mghts a member ts entitled to. While 
the benetits are numerous, there are also many corre- 
sponding obligations and it must be ready to put up with 
a good deal of disruptions. In the long haul, however. the 
advantages outweigh the disadvantages. 


There are at least four advantages. 


First, the procedure of trade dispute resolution under 
GATT (or WTO), with multilateralism countervailing 
bilateralism, will give Taiwan an edge in international 
trade dispute arbitration. Given the island's foreign 
trade strategy of “importing from Japan and exporting to 
the United States,” its foreign trade 1s characterized by a 
high degree of dependency, which mes:tably puts 
Taiwan in a reactive position in its dealings with trading 
partners. Because of its huge trade surplus with the 
United States, for instance. and under constant pressure 
from the latter to open up its market, Taiwan has had to 
revalue its currency upward and ts threatened with the 
omnibus trade bill every year. Taiwan often finds ttself 
IN a passive situation in its negotiations with the United 
States. Meanwhile, it is running a growing trade deficit 
with Japan, which, however, benefits Taiwan little im its 
dealings with Japan. After jorning GATT Taiwan will be 
able to involve a multilateral trade organization im 
resolving trade disputes in accordance with the pertinent 
regulations. 


Second, Taiwan stands to benefit economically in many 
ways from GATT membership. On the one hand, it can 
immediately and unconditionally enjoy the most- 
favored-nation and most-favored-national treatment 
member nations accord one another. On the other hand, 
it will share the enormous international trade benefits, 
projected to range between $212 billion and $235 bilhhon 
each vear, generated by the dismantling of tariff and 
non-tariff trade barriers in the wake of the conclusion of 
the Uruguay Round. For Taiwan, whose primary engine 
of economic growth has been foreign trade. this no doubt 
represents an important driving force for further growth. 


Third, turning to politics and diplomacy, after joining 
GATT Taiwan wall be fully involved in drawing up the 
rules of international trade and may use the forum 
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provided by GATT. long known as an economic United 
Nations, to publicize its position, propagate its economic 
development experience. and achieve its goal of 
returning to the international community. 


Fourth. as Taiwan comes under pressure from outside to 
open up its market. domestic enterprises will find them- 
selves at the same starting point on a level playing field 
as their international counterparts. This, in the long run, 
will help upgrade Taiwan's industrial structure. 


Industrial, Economic, Social, Political Disruptions 


At the same time, we should see that joming GATT will 
deal a heavy blow to Taiwan's industrial economy, even 
the entire society and tts politics. 


First of all. as a result of the lowering of tariffs and the 
reduction of non-tariff trade barriers, some of the 
island’s hitherto closed markets will be opened and a 
number of industries will be dealt a severe blow. Taking 
the brunt of the burden 1s agriculture. There are import 
controls on over 20 farm products today, high tariffs are 
imposed on more than 40 farm products, and the import 
of 16 fruits and livestock products 1s restricted. Among 
farm products affected are rice. cane sugar. red beans, 
peanuts, chicken. and staple fishery products. According 
to estimates by the Taiwan Agricultural Commission, as 
many as 800.000 farm households wall be hurt, with 
$150 bilhon [new Taiwan dollars] in output value at 
stake. In South Korea. the opening of the rice market led 
to the resignation of the minister of agriculture. In Japan 
and France. farmers took to the streets to protest. I 
Japan and South Korea had to succumb to the pressure 
to open up their rice markets. how can Taiwan do 
otherwise? The opening of the markets for other farm 
products such as truit will also deal a blow to farm 
households. On 16 April this year, over 3,000 people 
representing farm associations at all levels took part ina 
“farmers -rights-demanding meeting” and presented 
eight mayor proposals to the Executive Yuan, many of 
them concerning the disruptions that accession to GATT 
may cause to agriculture. They declared their “firm 
opposition to rice imports.” set up “a farm imports 
damage relief fund.” and established a “‘supra- 
association organization to effectively deal with the 
damage caused agriculture by farm imports.” Dubbed 
the “flower in the greenhouse.” Taiwan's automobile 
industry has never really taken off despite decades of 
government support because of the lack of original 
technology. Once Taiwan joins GATT, import tariffs 
will be slashed from the current 30 percent to 15 percent 
within five years mm accordance with the latest require- 
ments of the Uruguay Round. Furthermore, restrictions 
on automobile-exporting areas will be abolished. That 
will deal a fatal blow to Taiwan's car industry just as it 1s 
about to get off the ground. OF the existing 11 auto- 
makers in Taman, five—Yu-long. Chung-hua, San-fu, 
Kuo-jur, and Ford—are major players with substantial 
investment. For these companies, changing gears will not 
be easy. Presumably some will build plants on. the 
mainland while others will specialize in the production 
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of auto parts and components. As a matter of fact. there 
are increasing signs that the former 1s happening. San-fu, 
Chung-hua, and Yu-lung have all established a toehold 
on the mainland. The other six smaller auto-makers may 
switch to car importing and re-emerge as service pro- 
viders. The entry of Japanese and South Korean auto- 
mobiles into the Tarwan market ts all but mevitable. 
Finally, the full-fledged opening of the financial market 
is also part of the universal trend. Fortunately, the 
hberalization of Taiwan banking has made substantial 
progress since the 1980's. so the disruptions there will 
not be extensive. 


Secondly, there will be a major shake-up and realign- 
ment of the overall industrial structure. At present 
Taiwan's nominal tax rate 1s 8.9 percent while the 
effective tax rate 1s 4.2 percent. Among OECD nations, 
the average nominal tax rate 1s 7 percent and effective 
tax rate 3.5 percent. Thus the differences are quite 
minor. Turning to non-tariff trade barriers, the problem 
for Taiwan will be greater. Right now over 8,000 cate- 
gories are under some sort of import control. Once 
Taiwan joins GATT. industries which now concentrate 
on the domestic market will be confronted with outside 
competition and must jockey tor the optimal position in 
their respective markets. Some of the central satellite 
factory systems will be reorganized because of market 
expansion. The overall industrial structure will be dis- 
rupted to some extent. 


Thirdly, Taiwan's trade surplus with the United States 
will shrink even as its trade deficit with Japan widens. 
The first thing Taiwan will be required to do as a GATT 
member 1s to open up tts farm products market. thus 
enabling low-cost American farm products to charge 
right in. The hberalization of the services sector will also 
give the United States an edge. Both will help narrow tts 
trade deficit with Taiwan. After Tarwan joins GATT, it 
will also be required to eliminate existing restrictions on 
Japanese car imports and other restrictions on Japanese 
participation in public project contracting in Taiwan. 
There will be an unavoidable invasion of Taiwan by 
Japanese products. further widening Taiwan's trade det- 
icit with Japan. 


Taiwan’s Turn Toward Trade With Asean 
Discussed 


YICMOISIA Beyine GUOIT MAOVTJINTERTRADE] 
in Chinese No 147, 15 Mar 94 pp 41-43 


[Article by Yin Cunysi (3009 1317 3015) “Taiwan's 
‘Advance Southward to ASEAN’ Foreign Trade Strat- 
egy” | 


[Text] In view of the steady expansion of Taiwan trader 
investment in the marniand, the constant rise in the 
position of the Asia-Pacific region in the world economy, 
and the expectation that the ASEAN countries will form a 
free trade area within the neat 15 vears. for some time the 
Taiwan Ministry of Economic Affairs has proposed, and 
the Executive Yuan has approved a so-called “Advance 
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Southward Toward ASEAN” foreign economic relations 
and trade strategy. This is another way of saying that 
ASEAN (including Vietnam) is to be the main area for 
future Taiwan investment and trade, thereby diverting or 
dispersing Taiwan traders’ craze for mainland investment 
to reduce the degree to which Taiwan's economy relies on 
the mainiand. This will also enhance Taiwan's relations 
with ASEAN, attaining the goal of elevating substantive 
political relations and opening markets. On 9 November 
1993, Taiwan's “Ministry of Economic Affairs” formally 
issued a “Southward Advance Investment Policy Paper,” 
which cited Vietnam, the Philippines. and Indonesia as 
key countries. 


1. Principal Intent of the “Advance Southward to 
ASEAN” 


(1) Disperse Investment to Reduce Dependence on the 
Mainland 


Taiwan trader investment in the mainland has increased 
extremely rapidly in recent years. Today the cumulative 
investment stands at more than $10 billion, Taiwan 
ranking as the mainiand’s second largest outside 
investor. In 1992 alone, Taiwan traders invested in 
6,430 mainiand projects. Acting out of political consid- 
eraticns in order to avoid “muring into political passiv- 
ity.” the Taiwan authorities proposed a strategy of 
“advancing southward to ASEAN.” thereby “dispers- 
ing” Taiwan's overseas investment to reduce the so- 
called dependence on the mainland. In addition, by 
investing in ASEAN countries and the building of indus- 
trial bases, Taiwan seeks to substitute the ASEAN coun- 
tries for Hong Kong after 1997, making them “become a 
transfer station for Taiwan's trade with the mainland” so 
as to be able to continue indirect economic relations and 
trade with the mainland. 


(2) Expansion of Influence in the Asia-Pacific Region To 
Gain Political and Economic Benefits 


The international position and influence of ASEAN 
states has increased in recent years, so the Taiwan 
authorities hope to benefit from improved economic and 
trade relations to gain their sympathy and support for 
Taiwan's admission to the United Nations. In addition, 
the purpose of Taiwan authorities’ efforts in shifting the 
emphasis of investment to the southeast Asia region 1s to 
play an active role in this region and to ensure Taiwan's 
economic interests in this region. 


(3) Use of Favorable Factors in the ASEAN countries to 
Open Overseas Markets 


ASEAN’s abundant resources, low labor costs, and 
rather good economic development prospects offer 
Taiwan firms—particularly labor intensive industries— 
a place to shift investment. Since most southeast Asian 
nations enjoy market quotas and low tariff preference in 
European and American export markets, by investing in 
these countries, Taiwan can obtain gain these quotas and 
share in these tariff preferences, thereby attaining tts goal 
of entering European and American markets as a third 
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country and increasing its exports. Further, expectations 
are that the ASEAN countmnes will become a free trade 
zone during the next 15 years. At that tome, this free 
trade zone will have a population of 329 millon. an 
annual GNP of $300 billion. and a between 0 and 5 
percent tariff rate. This ts a large market that has 
extremely great potential: however. at that time, entry 
into ASEAN markets of products from outside will face 
very great restrictions. Consequently. Taiwan wants to 
get into the ASEAN countries early to set up industrial 
bases and have southeast Asian markets. 


2. Strategy for Promoting “Southern Advance Into 
ASEAN” 


(1) Active Efforts To Develop Substantive Relations With 
ASEAN Countries In Order lo Create Favorable Condi- 
tions For Firms To Invest In Southeast Asia 


Taiwan “Minister of Economic Affairs” Chiang Ping-kun 
said: “Development of investment and trade relations with 
each of the ASEAN countries will begin with bilateral 
government negotiations, which will be taken up by 
civilian business concerns. Not only can this assure suc- 
cess, but business concerns’ confidence m the government 
will also increase. There will be no repetition of past 
haphazard investment mistakes.” In thes connection, high 
ranking Tarwan officials have visited Vietnam. Singapore. 
and Indonesia to improve official relations with the 
ASEAN countries and to elevate substantive relations with 
these countries. For example. they established offices in 
Hanoi and in Ho Chi Minh City in Vietnam: and they held 
a “ministerial level” bilateral economic cooperation con- 
ference in the Philippines. Through these visits and activ- 
ities, the Taiwan authorities provided valuable informa- 
tion to Taiwan firms. and they signed a succession of 
investment guarantee agreements with Singapore, Indo- 
nesia, the Philippines, Malaysia. and Vietnam. They are 
currently actively secking to sign an investment protection 
agreement with Thailand. These activities have played a 
positive role in advancing Taiwan entrepreneurs into 
ASEAN. 


(2) Increased Strategic Guidance kor Taiwan Traders 


The Taiwan authorities have emphasized to Taiwan 
traders that in the absence of diplomatic relations 
between the ASEAN countries and Taiwan, official help 
for firms investing in ASEAN 1s limited. They hope that 
the organization and function of Taiwan's former 
Taiwan trader associations in southeast Asian countries 
can be expanded, and that Taran traders can do more 
to accelerate reconcihation in order to bring all energies 
to bear on helping those concerned solve difficulties they 
may encounter in local investment. In addition, the 
firms should work closely with the recently founded 
“Asia-Tarwan Chamber of Commerce Federation” orga- 
nization for active reconstitution of the Tamwan Traders 
Association network in southeast Asia to enhance con- 
tacts among Taiwan traders. In addition, the Taiwan 
“Council of Economic Planning and Development” also 
proposed that Tarwan traders future investment strategy 
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for the ASEAN countries should be to regard the local 
market as the target market, and they should increase the 
percentage of locally manufactured parts. In order to 
encourage firms to concentrate investment in priority 
areas that the local authorities select, the Taiwan author- 
ities instituted case-by-case guidance. For example, after 
Hsiao Wan-ch’ang [5618 8001 7022] et al surveyed 
Pulau Batam and affirmed that it has substantial devel- 
opment value, the Taiwan “Ministry of Economic 
Affairs” set up a special case unit to provide guidance for 
Taiwan traders investment in the island, and they held 
several “Pulau Batam investment workshops” to pro- 
vide information about the local investment climate. In 
addition, in order to get firms to invest in Subic Bay in 
the Philippines, The Taiwan Ministry of Economic 
Affairs had its Philippine Islands office put out an 
“investment benefits advisory,” which explained in 
detail all the advantages of Subic Bay in the Philippines. 


(3) Increased Financial Assistance to Taiwan Traders 


Taiwan “Central Bank” director Hsieh Sen-chung [6100 
2773 0022] recently chaired a joint conference of bank 
directors from more than ten countries, which had as its 
purpose discussion of how to help solve the financial 
problems of firms investing in southeast Asian countries. 
It was proposed at the conference that Taiwan local 
banks establish credit guarantees for Taiwan traders as a 
short term measure for helping them obtain credit in 
investing countries. The conference also suggested adop- 
tion of a policy whereby branches be set up in ASEAN 
nations to help Taiwan trader financing as an interme- 
diate term goal. Taiwan banks are being encouraged to 
set up branches and sub-branches in southeast Asia to 
solve traders financing problems. Another addition was 
the use of an “overseas economic cooperation develop- 
ment fund” to assist Taiwan traders investment in 
southeast Asia. Currently, Taiwan's “China Trust Bank” 
is Operating an office in Manila. Taiwan's Cathay Trust 
and Taiwan's China Commercial Bank have also 
obtained permission to set up offices in Vietnam. Other 
financial institutions are also preparing actively to enter 
the ASEAN market. 


3. Status of Economic Relations and Trade Between 
Taiwan and Southeast Asian Countries 


Taiwan “Ministry of Economic Affairs” statistics show 
that total trade between Taiwan and southeast Asian 
countries in 1992 amounted to $14.6 billion, or 9.5 
percent of Taiwan's total foreign trade. Taiwan's invest- 
ment in southeast Asia totaled $15 billion, and invest- 
ment increased very rapidly. Between January and July 
1993, Taiwan's investment in Singapore increased 600 
percent, and its investment in the Philippines increased 
- 484 percent, these two countries holding first place for 
Taiwan investment. The southeast Asian nations have 
already become an area of crucial importance for Tai- 
wan’'s foreign economic relations and trade. Taiwan also 
regards Vietnam, the Philippines, and Indonesia as key 
countries for investment in southeast Asia. It is investing 
there on a different scale and in different ways as the 
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situation in each of the three nations warrants, and it is 
making progress to varying degrees. 


(1) Beginning of an All-Out Effort in Vietnam, Investing 
on a Large Scale 


So far Taiwan has invested approximately $1.8 billion in 
Vietnam, taking first place in total foreign investment 
there. Its investment is in the processing of agricultural 
products and by-products, electronics, textiles, food, and 
services. With improvement in America’s relations with 
Vietnam and a solution to the Cambodian problem, 
western nations such as France and Japan have begun to 
invest in Vietnam. In order to ensure a dominant posi- 
tion in the Vietnam market, the Taiwan authorities have 
suggested that Taiwan expand the scale of its investment 
in Vietnam, increasing its investment in petroleum 
extraction, power, and capital construction projects. At 
the same time, the Taiwan authorities encourage large 
Taiwan firms and European and American transnational 
corporations to cooperate through strategic alliances in 
investment in large scale projects in Taiwan so as to 
avoid being in an inferior position in competing with 
European and American transnational corporations. In 
addition, Taiwan authorities are guiding medium and 
small concerns in cooperation with each other instead of 
battling alone individually. They are also paying atten- 
tion to the establishment in Vietnam of long-term and 
friendly interpersonal relations as a means of developing 
business networks. Twenty-three Taiwan corporations 
have signed land use contracts with Vietnam. They plan 
to use the land to set up an export processing industrial 
zone in Ho Chi Minh City. Taiwan's “Central Trade 
Development Corporation” is also planning to cooperate 
with Ho Chi Minh City in the investment of $242 
million to set up a large living center to serve the export 
processing zone. 


(2) Working With Might and Main in the Philippines to 
Promote Developmental Investment in Subic Bay 


Taiwan and the Philippines have a special relationship, 
namely that after the Philippines established diplomatic 
relations with us, under-the-table dealings between 
Taiwan and the Philippines have been the most exten- 
sive among the ASEAN countries. During the past sev- 
eral years, Taiwan's economic relations and trade with 
the Philippines has developed very rapidly, bilateral 
trade for 1992 amounting to $1.3 billion. Taiwan has 
become the Philippine’s third largest trading partner. 
Taiwan investment also holds first place in total invest- 
ment in the Philippines. Since 1993, economic relations 
and trade between Taiwan and the Philippines increased 
further. This was highlighted by the signing between 
Taiwan and the Philippines of an agreement on the 
cooperative development of Subic Bay in the Philip- 
pines, and the establishment of a “Taiwan-Philippines 
Economic Relations and Trade Cooperation Team.” 
This team is responsible for holding regular meetings for 
joint discussion of bilateral cooperation on economic 
relations and trade matters. The Taiwan “Ministry of 
Economic Affairs” “Overseas Economic Cooperation 
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Development Fund” also loaned $23.57 million for the 
“Subic Bay Industrial Zone Development Plan,” to help 
the Philippine Islands government make advance prep- 
arations for the Subic Bay development zone’s infra- 
structure; and to send project technicians to plan and 
design the Subic Bay industrial zone. In addition, the 
Taiwan authorities have spared no effort in providing 
assistance in the form of information and money, and in 
actively encouraging Taiwan traders to take part in the 
development of Subic Bay. 


(3) Active Planning of the Development of the Pulau 
Batam Industrial Zone in Indonesia 


The Taiwan authorities have consistently striven to 
elevate substantive relations with Indonesia by 
increasing economic relations and trade. However, the 
Indonesian government, which is rather circumspect on 
political matters, has not provided Taiwan too many 
opportunities. Not long ago, Indonesian President 
Suharto said that Indonesia had created very great 
difficulties for Taiwan about Taiwan's participation in 
the chiefs of state conference on Asia-Pacific Economic 
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Cooperation held in Seattle. Even so, the Taiwan author- 
ities regard Indonesia as a large nation of crucial impor- 
tance in ASEAN that has a fairly high standing and 
substantial influence among unaligned countries. Fur- 
thermore, Indonesia has plentiful resources, and its labor 
costs are the lowest among ASEAN countries. Invest- 
ment in Indonesia also holds substantial political and 
economic benefits. Thus, Indonesia ranks as an ideal 
overseas investment area. Taiwan’s investment in Indo- 
nesia is centered primarily around development of the 
Kuang-hua Industrial Zone on Pulau Batam. In this 
connection, the Taiwan authorities have many times 
sent high ranking officials to Indonesia to survey Pulau 
Batam, to collect pertinent information, and to set up a 
“special case promotion team’”’ responsible specifically 
for planning and assisting Taiwan traders invest in Pulau 
Batam. At the present time, Chang Jung-fa’s [1728 2837 
4099] Ch’ang-jung Corporation is planning to invest in 
the building of container wharves on Pulau Batam. 
Taiwan’s “Batam International Development Corpora- 
tion” has already purchased a large amount of land for 
the Pulau Batam Kuang-hua Industrial Zone.“ 
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Li Teng-hui’s Candid Talk With Shiba 


94CM0335A Taipei TZULI CHOUPAO 
[INDEPENDENCE POST WEEKLY] in Chinese 
13 May 94 p 4 


{Interview with Li Teng-hui (2621 4098 6540) by Shiba 
Liaotailang in Taipei, date of interview not given: “Trag- 
edy of Being a Taiwanese} 


[Text] In a special interview with Shiba Liaotailang, the 
well-known Japanese historical fiction writer, President 
Li Teng-hui talked candidly about the tragedy of the 
people of Taiwan. from its historical change to regime 
succession. Those are Li Teng-hu1’s most poignant heart- 
felt words since he became president. This magazine 
strongly recommends that they be read. 


In the concluding section of his work Travels in Taiwan, 
Shiba wrote, “The rain in my heart never stops.” The 
book struck a chord among his many readers. It seems 
that there was so much else Shiba wanted to say about 
Taiwan. With the help of many individuals, he got a 
chance to talk to the president at the Presidential Palace 
in Taiwan. President Li Teng-hui appeared all by himself 
and was the first to speak, “Mr. Shiba, there are so many 
things I want to say to you.” The entire conversation was 
in Japanese. 


Foreword 


“You are crazy about Taiwan, fascinated with it,” said 
the chief editor, Mr. Hsueh Chui Shi Shi, teasing me. 
However, | felt what might be flatteringly described as 
compassion for Taiwan. I am really very interested in its 
future. (Certainly | am even more interested in Japanese 
affairs. | hope a day will come when Japan will recover 
from its bout of political fatigue.) 


Apart from its native inhabitants, Taiwan had been a 
land of water-borne refugees without a ruler in the past 
since the 17th century, in the same way that the Japanese 
archipelago was a country settled by Asia’s water-borne 
refugees before Christ was born. 


For 50 years beginning in 1895, Taiwan was part of 
Japanese territory. During that time, Mr. Mei Chao 
Chung Fu [2734 2777 1813 1133] has noted, Japan was 
a multinational country. The fact that until 1945 when 
Taiwan was separated from Japan, Taiwanese born and 
raised in Taiwan were 100 percent Japanese has gradu- 
ally faded from memory. Even Mr. Chiu Yong-han [6726 
3057 3352]. a frequent critic of modern Japan, had this 
to say about Japan’s 50-year rule over Taiwan: “Had it 
been otherwise, perhaps Taiwan would look like the 
neighboring Hainan Island today.” 


The ROC landed on Taiwan after the latter's separation 
from Japan. 


Surprisingly. the islanders were subject to heavy oppres- 
sion. Soon millions of natives were designated a 
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minority nationality by a human rights organization 
based in London because they were discriminated 
against and oppressed. 


They were descendants of the Han nationality, but 
became a discriminated minority because their history 
for the previous 50 years was different from that of the 
rest of the Han nationality. It 1s the wish of Dr. Li 
Teng-hui, the first native Taiwanese to lead the island. 
that Taiwan will become a nation where one can sleep in 
peace at night. 


For a certain period after the war, people lived in fear of 
being harmed by the state for no cause. 


That era 1s now over. The Chiang Dynasty has drawn to 
a close. The incredible—an island native, Li Teng-hui, 
becoming president—has happened. 


This can only be described as a miracle. Not a shot was 
fired. No political trickery was resorted to. It was almost 
as natural as a customer in a department store strolling 
from one department to another. After Chiang Ching- 
kuo [5592 4842 0948] passed away. the Vice President 
was elevated to the Presidency in accordance with the 
constitution. That was in January 1988. a mere six years 
ago. Clio, 71, the muse of history in Greek mythology. 1s 
said to smile upon every nation (symbolizing peace and 
happiness) once. No doubt that was when she smiled 
upon Taiwan. 


Li Teng-hui used to dream of becoming a missionary and 
spreading the gospel in the mountains. But this wish of 
his did not become a reality. 


Most fortunately, Taiwan boasts the world’s most cul- 
tured leader who 1s also indifferent to fame and fortune. 
There was concern in the beginning whether such a 
personality could handle the affairs of state surrounded 
by non-Taiwanese (those who relocated from the main- 
land) blinded by greed, a worry dispelled by his politi- 
cally adroit performance on several occasions. 


I propose to make this conversation a supplement to 
Travels in Taiwan. My greatest hope 1s that it will be read 
by the people on the Chinese mainland. 


[Shiba] At an alumni dinner this year. | chatted with 
professors of Chinese, Russian, and German about 
Taiwan affairs. My conclusion: Taiwan ts a civilized 
country. 


There 1s no denying Taiwan boasts many cutting-edge 
technologies. But this 1s not why I call Taiwan “civi- 
lized.” Let me cite an earlier example. There 1s milk in 
the milk crate at 5 o'clock in the morning. no need to 
raise cattle and milk them vourselves. Nor need you 
worry that the milkman will be killed by guernlas on his 
way to your home. You can read about world events in 
the newspaper safely delivered to your doorstep in the 
morning. This 1s what I call “civilzed” 


This ts the way things have remained in Taiwan and they 
are becoming stronger by the day. Compared to France. 
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founded over 100 years ago, democracy in Taiwan is 
barely 5 or 6 years old—still an infant. I believe that 
compared with Mitterand, Mr. Li Teng-hui ts both 
happy and sad. Because he was born in Taiwan. 


{Li Teng-hui] When I asked my wife what I should talk 
about in this conversation, she suggested “the tragedy of 
being a Taiwanese.” Then the two of us started talking 
about the “Exodus” in the Old Testament. 


[Shiba] Because your birthplace is decided by God. 
Today | want to talk to you about the “pain of location.” 
For instance, 1t would be extremely unfortunate to be 
born in Bosnia today. On the other hand, if you were 
born in Bosnia and do your best to turn things around, 
that 1s human dignity. 


{Li Teng-hui] But you also feel so anguished because you 
cannot do something for Bosnia. There was a time when 
a Taiwanese felt miserable not being able to do his part 
for Taiwan. 


A Civilized Nation That Grows Out Of an Island 
Without a Ruler 


[Shiba] It seems that there was a time when Taiwan was 
regarded as “an island which did not belong to anyone.” 
To my mind, treating other nations as colonies 1s truly an 
act of folly. In Year 7 (1874) of the reign of Mei 
Emperor, some Okinawans were massacred on Taiwan's 
eastern coast. The Meyi government pondered: Which 
country does Taiwan really belong to”? A French legalist 
in the employ of the Meiji government reported that the 
island was “a nation without a ruler.” Even earlier 
American diplomat Thomas Harris traveled through 
Taiwan and suggested in a letter to the President of the 
United States, “Since eastern Taiwan ts a land without a 
master, why not incorporate it into the United States?” 


[Li Teng-hui] After China was defeated by Japan in the 
Sino-Japanese War, Taiwan was the tirst piece of terri- 
tory to be ceded by Li Hung-chang to Japan. Taiwan was 
expendable (China could do with or without it), because 
it was an alien land. In any case, it might turn out to be 
a hot potato tor Japan. 


[Shiba] The Japanese Government issued a proclama- 
tion at the time allowing people to leave if they preferred 
to do so. In that brutal era, this must be considered a 
minimum gesture on the part of the Japanese Govern- 
ment. 


[Li Teng-hui] That's correct. People who wanted to 
become Japanese nationals might choose to stay and 
their properties were not confiscated. Those who did not 
want to live under Japanese rule moved to the mainland 
within a vear. Then the war came to an end. Under the 
Cairo Declaration, Japan must return all territories 
ceded by China. including Taiwan. 


[Shiba] The people who really built Tarwan were those 
who moved to Taiwan from Fujian and Guangdong in 
the 17th century, not anybody else. 
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{Li Teng-hui] I cannot respond to that in a generalized 
fashion. | am now the president of the ROC. The 
Japanese Government returned Taiwan to the ROC 
government, which came to Taiwan after losing the civil 
war on the mainland. It lost everything except for 
Taiwan. The CPC includes the province of Taiwan as 
part of the PRC. This ts a strange fantasy. Taiwan and 
the mainland have separate governments. That's all I can 
say for the moment. 


[Shiba] No other term in the world is as ambiguous as 
“Chung-hua.” 


[Li Teng-hua] So ts “China.” 


[Shiba] Just as vague are the three characters “Chung- 
kuo jen.” Reportedly Mr. Lee Kuan-yew [2621 0342 
5069], the Singaporean leader, had this to say while in 
Australia, “In the same way that Australians nowadays 
do not regard themselves as British, we do not consider 
ourselves Chinese but Singaporeans.” 


Both Germans and Swedes belong to the German race. 
But Germans do not tell the Swedes. “We are all Ger- 
mans.” Nor do they promote this idea among the 
Swedes. When a Spaniard visits France. he is not going 
to say to the French, “We are all Latin people.” So even 
though they all belong to a single Han race. Taiwan 1s a 
nation of Taiwanese. 


Beijing's Orientalism and the Concept of “Public” 


[Li Teng-hui] It must belong to the Taiwanese. This 1s a 
fundamental point. Since the 19th century, there has 
been endless discussion about the issue of sovereignty. It 
is a dangerous word. The mainland says it has sover- 
eignty over Taiwan because the PRC has succeeded the 
ROC. 


[Shiba] | think ruling such a vast territory would be a 
hard nut to crack for the Beying regime. It has had no 
experience in civil society or rule of law. Hence the 
Tiananmen Square incident and the claim that Taiwan 
belongs to it. This can be attributed to pre-19th century 
Orientalism that did not distinguish between territory 
and areas inhabited by several nationalities. 


[Li Teng-hui] If | have a chance to meet with Mr. Jiang 
Zemin, | would say to him. “Betore we discuss the 
Taiwan policy or the issue of national unification, let's 
talk about what we mean by Taiwan.” Should they 
continue to think in terms of governing the people of 
Taiwan, incidents like the 28 February incident are 
bound to happen. 


[Shiba] The powers that be in China have never consid- 
ered the question—what really 1s Tamwan—trom the 
perspectives of origins, of world history. 


China incorporated Tibet and Inner Mongolia into its 
national territory, which is inexplicable to the inhabit- 
ants of those places. In the early days. Mr. Mao Zedong’s 
minority nationality policy was actually quite sound 
conceptually. The fact of the matter 15 that the people of 
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Tibet and Inner Mongolia seem to be suffering. Should 
the same thing happen in Taiwan, it would be a calamity 
in world history and human history. 


[Li Teng-hut] There has been endless talk about the 
mevitability of an attack from the mainland if Taiwan 
declares itself independent. 


[Shiba] We can only hope that no external force would be 
introduced to destroy in one fell swoop history that has 
been sorted out. 


[Li Teng-hut) If Taiwan declares independence, Beying 
fears, Tibet and Xinjiang will follow suit. 


{Shiba} During the Ming Dynasty, China was purely a 
country of the Han nationality. The Uygur Autonomous 
Region, Tibet. Inner Mongolia...none of those places was 
part of China. It was not until the alien Ching Dynasty 
that they were incorporated into the present Chinese 
boundaries. 


Ihe mainland regime should have listened to public 
opinion from the start. It should have listened to the 
opinions of the Tibetans, the Mongolians, and the 
Uygurs. Instead, it inherited the Ching Dynasty’s terrt- 
tory Jock, stock, and barrel without listening to public 
opinion 


There as a right size for any nation. France has the 
perfect size, almost the same size as Sichuan. Sichuan 
Province will always be Sichuan Province. France cre- 
ated a civilization. It is impossible to control from 
Bening alone a piece of territory larger than the entire 
Europe. Inevitably there will be a brutal dictatorial 
internal mmperalism 


{Li Teng-hut} The mainland these days talks ghibly about 
nationalism, about the five nationalities, about the Chi- 
nese nation including Xinjiang, Tibet, and Mongoha. 1 
think Besying’s desire to build a Greater China or Greater 
(Chinese Empire wall be disastrous for Asia. 


(Shiba] If we follow that logic, then Japan, which uses 
Kany. and Thailand and Indonesia, home to many 
overseas Chinese. should also become part of the Greater 
(Chinese Empire. Yet the representative Han dynasties 
were the Song and Ming Dynasties. All other dynasties, 
such as Lang. Yuan, and Ching. were founded by non- 
Han nationalities. Throughout history opposition parties 
seemed to be hovering in the wings: when there was 
corruption within China, a non-Han nationality would 
rise up and send forces to replace it. 


Today. without any opposition party, where can China 
find its self-cleansing ability? If Bering thinks in terms of 
a Greater Chinese Pmptre, it 1s bound to fail. 


\bsent also rs the notion that “heaven and earth belong 
to the people.” Even Mao Zedong’s successors did not 
subseribe to such a notion. Successive Chinese monarchs 
helieved that the whole world was their private domain 
Had Mr. Mao Zedong not held in some ways that the 
world was his private property, an aberration like the 
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Great Proletarian Cultural Revolution, would not have 
occurred. Deng Niaoping married two different things: 
socialism and market economy. | think he 1s a great 
politician, but the kind of socialism he espouses in elfect 
unphes that “China i Dene Niaoping’s private prop- 
erty.” “It does not bother him at all to be doing some- 
thing so sell-contradictory.” Hf vou say this 1s what makes 
the Chinese great, soure might. But we can also say Sun 
Wen’s idea of treating heaven and earth as belonging to 
the pubic has never taken root 


I was astonished by what I heard in my conversations 
with young people in Taran. They said elementary and 
secondary school students, even students in teachers’ 
training colleges, have to memorize the names of all the 
emperors in the past. from the Three Kings and Five 
Emperors in ancient mes all the way to the last mon- 
arch, Emperor Hsuan Tung of the Ching Dynasty. | think 
this is utterly useless. 


[Li Teng-hut} Yes, quite useless 


[Shiba] Mr Li, you seem to share my feeling? 

[La Teng-hut} There is more teaching about Taiwan these 
days. | want public elementary schools to include more 
Paiwan history, baiwan geography, and other courses 
about one’s roots in then curricula. In the past we only 
taught students about the mainland instead of Taiwan. 
How ridiculous’ 


[Shiba] You could not have talked in that vein in Tanwan 
five or six vears ago. Laiwan has indeed become a new 
COUNITS, 


[hi Teng-hut] i was a mayor offense to speak Taiwanese. 
Back in those days when my son was in school, a student 
would be punished for speaking Tamwanese in class, 
exactly the kind of thing that happened in the days of 
Japanese occupation. The only language vou could speak 
was Mandarin. Now Tf take the lead in speaking Pat- 
wanese, but there 1s really no alternative. As | go around 
making speeches during an election campaign. | only 
speak Tarwanese 


[Shiba] You speak southern Fupanese? 


[li Teng-hur}! Yes. Take Yuntin County. tor instance. 
Thev have them local dialect there. He vou speak to them 
m their dialect. everybodys understands you right away: at 
is caster to clicit a sympathetic response that way. Hf vou 
speak Mandarin. well, that won't work. By talking to 
them in Tarwanese, you convey the sense vou care about 
them 


[Shiba] Seventy p 
mixed with French words. Itas 


ft the English language 1s 
did that poetry with too 
much French mm ii comes across as stilted, that, on the 
other hand, poetry written in traditional English is more 
apt to strike an emotional Chord among its readers 


the Taiwanese | angueage and Shakespeare 


fl) Teng-hui} Such as Shakespearean sonnets? 
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[Shiba] Take Japan, for instance. The liao song—“hung 
meng’—at No 3 Senior High School in Kyoto was 
written in Heyu, or native Japanese language, while its 
counterpart—“‘wu hu yu pei”—at No | Senior High 
School was written in Hanyu. Some people find the first 
song more moving and more impressive. The Taiwanese 
language is Taiwan’s Heyu, so it has a stronger emotional 


appeal. 


{Li Teng-hui] Thus far every regime that has held polit- 
ical power in Taiwan is an alien regime. These days | 
don’t mind saying that. Even the KMT is an alien 
regime. It is only a political party that came to Taiwan to 
rule the Taiwanese. So we must turn it into a Taiwanese 
KMT. There was a time in the past when people now in 
their 70’s like myself could not sleep in peace at night. I 
don’t want the same thing to happen to my children and 
grandchildren. 


[Shiba] Mr. Li, you were 22 years old when you ceased to 
be a Japanese and became a ROC national. 


Reportedly young intellectuals at the time could not even 
get a good night’s sleep, fearing attacks by ROC military 
police and others. You heard a knock on the door and 
stuck you head out to investigation. If they saw you, you 
must run for your life right away. Taiwan lived through 
that kind of suffering and has finally achieved a high 
level of freedom and the rule of law today after a 
struggle. This is unprecedented in the history of the Han 
nationality. Taiwan should be congratulated on this. 


[Li Teng-hui] People from other provinces are also mem- 
bers of the Han nationality. There is no doubt about that. 
It is only a matter of coming to Taiwan earlier or later. All 
we need to do is to work hard together. There is no reason 
why the people of Taiwan should reject them. But it 1s a 
difficult issue, tied up, for instance, in the replacement of 
the former president of the Executive Yuan. 


[Shiba] You are referring to the case of Mr. Hao Pa-tsun 
[6787 2672 2625]? 


A wily soldier-turned-politician who harks back to a long 
line of thick-headed personalities in Chinese history. 
You are almost priest-like, Mr. Li, so how did you 
manage to drive that kind of figure from office? 
Watching from the side. we really felt so worried for you. 
In the end, though, you pulled it off. 


{Li Teng-hui] There are 2 years and 3 months remaining 
in my term of office. | hope to do my best to create a 
country and society that 1s for everybody. 


I was talking with the minister of transportation and he 
told me the expansion of the Chung-Cheng International 
Airport has run into some glitches. If we forcibly proceed 
with the second phase of the project, we could have 
another Narita Airport situation on our hands. There 1s 
also the problem of noise pollution. People living in the 
neighboring areas have become more vehement 1n their 
opposition. How do we deal with all these problems? 
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Community (or group, in the Japanese language) 
activism is all the rage in Taiwan nowadays. | hope 
people who were oppressed in the past would participate 
in nation building and society-building with a sense of 
freedom. For starters, the community should discuss a 
range of day-to-day matters, eg., family matters and the 
participation of women in social affairs. People should 
give one another mutual help and protection and be 
careful not to encroach on others. 


We have had repeated consultations with the local 
people about the airport issue. The site 1s adjacent to two 
villages. The urban plans for the villages have to be 
redrawn and the interior of the airport has to be redone. 
The cleaning of the airport, baggage handling, and the 
operation of the restaurants will all be contracted out to 
locals. What is important is to give everybody a sense 
that the airport belongs to us all. 


Amend the constitution, bring democratic reform to 
fruition, and implement democratic constitutional rule, 
culminating in the direct popular election of the presi- 
dent... That way the people of Taiwan will be satisfied. If 
all these things become reality in turn, Taiwan’s major 
political problems will be solved. 


Taiwan Gives Beijing Three Headaches 
Taiwan gives the leaders in Beijing three headaches. 
First, Taiwan's democratization. 


Should Taiwan becomes thoroughly democratized, the 
possibility of KMT and CPC leaders entering into talks 
to decide the issue of national unification can be ruled 
out. Nor can the wishes of the people on both sides of the 
strait be ignored. Some shameless individuals have gone 
so far as to write to Deng Xiaoping reminding him not to 
forget to use force against Taiwan. 


[Shiba] The notion that a country 1s a commodity that 
can be bought and sold 1s often expressed. 


Taiwan ts in a tight spot these days. 


[Li Teng-hui] Second, my diplomacy. | have been to 
more countries than the two in Southeast Asia and | am 
not going to stop. | would even insist on showing up in 
countries which the world does not expect me to visit. As 
for Japan and the United States, | would save them for 
last. lam a head of state, but started out as an economist 
and an agricultural expert. We can offer economic aid 
and hold talks with others. For example. both President 
Ramos of the Philippines and President Suharto of 
Indonesia are plagued by agricultural problems. And 1 
happen to be an expert in agriculture. In Taiwan | know 
more about pigs than anybody else. (Laughter) So I can 
talk to people not as President Li but as Dr. Li. The title 
is immaterial. As long as we can build up this kind of 
practical diplomacy, the international community will 
automatically recognize Taiwan's strength and roles. 
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[Shiba] The chariot has become outdated, particularly 
when it comes to defending a land of paddy fields like 
Taiwan. It 1s dangerous. 


{Li Teng-hui] We hold military conferences once every 2 
weeks. The military experts were astonished at the speed 
with which President Li picked up military knowledge. 
Reportedly they even call me a military genius. (Laughter) 


[Shiba] If you have spare time, what sort of books would 
you like to read? 


{Li Teng-hui] I recently bought a copy of the Socia/ 
Science Series from Yen-po Bookstore in Japan. | keep 
thinking: Are the things I do these days in keeping with 
theory? Do they have historical significance? Well, | 


would like to study biology; | have even thought of 


auditing at Taiwan University. Also, | would like to learn 
more about philosophy and history. After I retire, the 
state need not support me. | would live in my own house, 
surviving on money I have saved and my wife’s dowry. 


{Shiba] Anything teft? (Laughter) 


[Li Teng-hui} With her Japanese education, my wife 1s 
good at domestic budgeting, making 1t possible for me to 
concentrate on my work. 


—Editorial department: Is Japanese education useful? 


{Li Teng-hui] The era of Japanese colonial rule has 
bequeathed to us many things. Even as we criticize, we 
must evaluate from a scientific perspective, otherwise we 
will not be able to understand history. That's my 
opinion. 


—Editonal department: Is the emergence of personall- 
ties like Mr. Li an accident? 


Succeeding Chiang Ching-kuo 


[Shiba] It was Mr. Chiang Ching-kuo who discovered 
you by accident, wasn't 1? 


{Li Teng-huij I was invited to show up when they had to 
wrestle with agricultural problems. It may be that | 
looked like someone who only knew Japan and agricul- 
ture and had no interest in politics. 


[Shibal | know very litthe about Mr. Chiang Ching-kuo 
personally. But it was he who finally picked you to be 
vice president, right? 


j1i feng-hui] For 3 vears and 9 months, he was president 
and myself vice president. | met him once or twice every 
week. After he fell ill. there had been times when | saw 
him just once a month. Everything | said to him then 1 
had written down in a notebook, which, of course, 
cannot be made public as yet. However, did Mr. Chiang 
really want me to be his successor? | don’t know for sure. 


[Shiba] I see. 
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{Li Teng-hui} Although he was quite ill, he did not expect 
to die soon. So he did not give us many instructions, 
unlike the father who gives death-bed injunctions to his 
children. 


[Shiba] So things were not clear. 


[Li Teng-hui}] That's correct. Given the political situa- 
tion at the time, had Mr. Chiang been a tad more 
explicit, | could have been destroyed. Had | been in his 
shoes, | would not have given any indication as to who 
would be the next president enther. Nor did | say whether 
1 would run for president. Mr. Chiang Ching-kuo, | 
believe, had similar concern. 


[Shiba] A scholar you may be, but vou have mastered the 
secrets of politics most successtully. You also have a 
skilful command of political maneuvering 


[Li Teng-hui] That’s because | have been very smart 
since | was small. | am always thinking how I could hold 
myself back. That's right. Isnt there a Japanese savine 
which goes like this: When a customer at a restaurant has 
his third bowl of rice, he is quictly supeesting that his rice 
bowl be filled? 


[Shiba] This ts a story | have heard. During the Cultural 
Revolution, the workers at Bering Hote! were split into 
two factions, each with its staircases and hallways. There 
was intense fighting between the two. One day Mr. Zhou 
Enlai showed up at the hotel. Since the rule of law did not 
exist in China, strange things happened. like the premier 
mediating a factional dispute in a hote!) Mr. Zhou Enia 
listened to both parties present their cases and then said 
“Both of you are right and both are wrong Why? “The 
guest has not been served, has he?” 


Make two warring factions tecl good about themselves 
and then look for a solution. This is what polities is all 
about. 


Exodus and the Destiny of the Laiwanese People 


[Li Teng-hui] | have no guns. T have no military power 
My fists are small. | don’t play factional! polities within 
the KMI. Despite all that. TP have endured and survived 
to this day. The reason. | think. is the people's voice 
inside me. The people of Taman have high expectations 
of me. | always tell myself. “Yes. | car 


[Shiba] | wish political screntists would do a study on 
Mr. Li. As vou said. you are not mto tactionalism, you 
have no money, and you eschew fame and fortune. Just 


a plain Dr. Li 


Political scientists sav. “Politics is more than empty talk 
Often it gets real dirty.” This person has 2 years and a 
half remaiming im his term of office. Hf he leaves behind 
a good record, 1 will become a new research topic im 
world politics. After all this does not happen very often, 


lhe Lbxodus” 


—Editona! department) You mentioned 
barman os striding 


at the beginning. Does this imp 
forward toward a “new era’ 
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{Li Teng-hui] Yes. And we have already embarked on the 
journey. There is a struggle ahead for both Moses and the 
people. In short, we are on our way. Yes. Whenever we 
think of the 28 February incident, which sacrificed many 
Taiwanese, we inevitably think “Exodus.” 


[Shiba] As I was writing 7ravels in Taiwan, | recalled a 
talao named He Ching Chi Chih Chu in Chang-kang Han 
in the waning days of the Tokugawa era. Chang-kang 
Han was a small domain of only 70,000 shi. In his search 
for an image suitable for a han in the new era, He Ching 
Chi Chih Chu traveled all over Japan looking for a 
teacher and found a former talao called Shan Tian Fang 
Ku living in seclusion in the mountains in Kang-shan 
County. Before returning to Chang-kang Han after 
spending several months studying under Shan Tian, he 
had high praise for the former talao, “You will certainly 
make a good finance officer for the San-ching Financial 
Group.” Both the complimented and the complimenter 
were delighted. 


In Kang-shan County, master and pupil talked about the 
passing of the samurai era and the dawning of the 
merchant era. Back home He Ching devoted himself to 
reforming his han in hopes of building a domain similar 


to the Duchy of Luxembourg in Europe. He dreamed of 


turning Chang-kang Han into an unarmed neutral han 
with no links to either the Tokugawa or the Satsuma and 
Choshu forces. In the end, however, he was no match for 
the era’s tidal wave of military might. That was a big loss 
in Japanese history. 


He Ching Chi Chih Chu was practically the only Japa- 
nese in that period who had a vision of a new state—so 
did Ban Pen Lung Ma—but has been forgotten by 
history. As | wrote 7ravels in Taiwan, | kept praying that 
Taiwan would not become another Chang-kang Han and 
that the people of Taiwan will be a new model for 
mankind. 


Li Teng-hui’s Think Tanks 
Y4ACMOSOLA Taipet HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 368, 2 Apr 94 pp 14-17 


[Article by Huang Kuang-chin (7806 0342 5367): “Li 
leng-hur Has a Group of Imperial Scholars’ by His 
Side” | 


[Excerpts] [passage omitted] Li Teng-hur has long had a 
group of experts as his private advisors. Their names are 
kept as a top secret of the Office of the President, and 
when needed, they are generally summoned by Kuo 
Pai-chun, deputy director of the First Bureau of the 
Office of the President. Their special status was never 
indiscreetly exposed to the public. Recently, however, 
these “imperial” scholars have been unexpectedly 
brought to light because of the third-phase Constitution 
amendment plus the fact that many of them have 
become “scholar-turned officials.” 


President Li Teng-hur’s permanent advisory staff have a 
certain organizational system. The organizer 1s Chang 
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Ching-yu, former president of Chengchi University and 
former director of the International Relations Center. 
There are four groups: Foreign Affairs, Cross-Strait Rela- 
tions, Finance and Economics, and Domestic Affairs. 
Under the Domestic Affairs Group, there is a Constitution 
Subgroup to meet the needs of Constitution amendment. 
Classified by the above-mentioned four groups, the 
scholars from whom President Li often seeks advice are as 
follows: Foreign Affairs: Lin Pi-chao, the present director 
of the International Relations Center, Tsai Cheng-wen,; 
Kao Ying-mao; Chiu Hung-ta; and Tien Hung-mao. Cross- 
Strait Relations: Su Chi and Chang Ching-yu. Finance and 
Economics: Liang Kuo-shu, Liu Tai-ying. and Hsueh Chi. 
Domestic Affairs: Cheng Chung-mo and Hsu Chieh-lin, 
the former being the primary advisor. On matters con- 
cerning Constitution amendment, Li Teng-hui seeks 
advice even more broadly. The advisory group includes 
Chuang Shuo-han and Su Yung-chin, but the man at the 
very core is Lin Chia-cheng. 


Besides the individual scholar-advisors, there 1s the 
International Relations Center, a decades-old organiza- 
tion under the Office of the President. At the very 
beginning (about 40 years ago), the main task of this 
organization was “Russian studies.’ Now, it is no longer 
limited to this. The organization has four groups, 
namely, Economics, Chinese Mainland, International, 
and International Communists groups (the last one 1s the 
former Russian studies group). The authorized numbers 
of personnel for these four groups are approximately &, 
19, 20, and 6 respectively. Since the International Rela- 
tions Center is a relatively institutional advisory body, 
all previous presidents maintained close contacts with 
this organization, and President Li is no exception. 
Periodically, the International Relations Center submits 
relevant research reports to the Office of the President. 
But because of the numerous channels through which 
President Li can now receive advice—for example. he 
can receive advice on foreign affairs from the Foreign 
Ministry, the International Relations Center, the 
National Policy Advisory Center, and the National Secu- 
rity Bureau—the role played by the International Rela- 
tions Center has been somewhat reduced compared with 
the past. 


Among the scholars having close relationships with L1 
Teng-hui, two are worth mentioning. One is Chang 
Ching-yu, who was personally picked up by Li Teng-hui 
a month ago to fill a cabinet post. The other is Lin 
Chia-cheng, who 1s Li Teng-hut’s chief brain truster on 
Constitution amendment. [passage omitted] 


It wass learned that Chang Ching-yu maintains a close 
relationship with President Li Teng-hur because he has 
been serving for a long time as the organizer of the 
president's four advisory groups and was the director of 
the International Relations Center before assuming the 
new post in the cabinet. He 1s also one of Li's significant 
“hack writers.” Some important political documents 
were drafted by him. 
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Li Teng-hui’s profound trust in Chang Ching-yu finds 
expression in the latter’s appointment as a minister of 
state. Sources said that, prior to the appointment, Pre- 
mier Lien Chan had recommended a Chengchi Univer- 
sity professor, who was his former colleague in the 
National Youth Commission, but the recomendation 
had been turned down by Li Teng-hui. Li insisted on 
appointing Chang Ching-yu. It is due to Li Teng-hui's 
profound trust that Chang Ching-yu has become a cab- 
inet official again after he left the post of the Director 
General of the Government Information Office. 


There 1s no lack of instances similar to Chang Ching-yu’s 
case. Examples are Liu Tai-ying, chairman of the Kuom- 
intang-owned Business Administrative Committee; Hsueh 
Chi, vice chairman of the Council for Economic Planning 
and Development; Su Chi, vice chairman of the Mainland 
Atfairs Council; Cheng Chung-mo, member of the Council 
of the Examination Yuan; Liang Kuo-shu, board director 
of the Chiao Tung Bank; and Chuang Shuo-han, deputy 
secretary general of the General Culture Commission. All 
these are Li Teng-hui’s “imperial” scholars, now holding 
important official posts. 


On the question of Constitution amendment, Li Teng- 
hu: has many scholars to consult. On the table, he has 
Vice President Li Yuan-tsu as his representative. Shih 
Chi-yang, with the image of a professional aide, is the 
promoter of the Constitution-amendment work for Li 
Teng-hu:. Besides these two, his most trusted advisor 1s 
Lin Chia-cheng, professor of Soochow University 
Department of Sociology. Lin Chia-cheng 1s not a Kuo- 
mintang member and is a liberalist, but his ideas are 
taken very seriously by Li Teng-hui. 


Lin Chia-cheng said candidly that he got acquainted with 
1: Teng-hut’s family as early as when Li was the mayor of 
Taipe:. Since that time, a channel has been established 
for him to meet privately and communicate face-to-face 
with Li Teng-hui at the latter’s official residence. For the 
third-phase Constitution amendment, Lin Chia-cheng 
has submitted, as a formality, a 50,000-word research 
report at the request of Huang Chu-wen, director of the 
Kuomintang Policy Coordination Committee. Privately, 
he and Li Teng-hui have had many face-to-face 
exchanges of opimons. He is quite clear about what 
President Li wants. 


With regard to presidential election, Lin Chia-cheng said 
that at the outset President Li came forward to stand for 
direct popular election because he perceived that “direct 
election by delegation” was an overacting measure. Lin 
(hia-cheng holds that since the last phase of Constitu- 
tion amendment did not include direct popular election 
as Li Teng-hui had hoped, the third-phase amendment 
should do so as its objective. Lin Chia-cheng 1s rather in 
favor of an American-style presidential government 


without a premier and an early direct popular election of 


the president. But he also understands clearly that the 
Kuomintang’s Constitution amendment program 1s still 
a “small-scale” revision with no intention to change the 
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five-power constitutional system and the already- 
adopted Provisions on Constitutional Reform. As he 
understands it, President Li may finally adopt a compro- 
mise plan, 1.e., a “presidential form of government with 
a premier’; it 1s impossible that the president will accept 
a “fifth republic” with dual leadership as proposed by 
the “National Policy Advisory Center.” [passage 
omitted] 


For a long time, President Li has been meeting with his 
imperial scholars on a regular basis. A recent exposed 
example was a dinner party held a month ago. Among 
the scholars present were Chang Ching-yu. Su Yung- 
chin, Su Chi, Cheng Chung-mo, Liu Tai-ying, Liang 
Kuo-shu, Hsuch Chi, and Liu Pi-jung. At the dinner, Li 
Teng-hu: mentioned his ideal about Constitution 
amendment and exchanged opinions with the scholars. 


Earlier, before the 14th Kuomintang Congress, there was 
a secret meeting in the president’s official residence. It 
was attended by fewer people. From information 
obtained, it was a private dinner party attended by no 
more than five people, among whom were Lin Chia- 
cheng and Huang Hui-chen. executive chief of the 
National Policy Advisory Center. Neither Lin Chia- 
cheng nor the National Policy Advisory Center represen- 
tative had known who else had been invited by the 
president until they met with each other at the dinner 
party. When talking with President Li, both suggested an 
early direct presidential election. 


According to the suggestions offered by Lin Chia-cheng 
and the National Policy Advisory Center, the direct 
presidential election should be held as early as possible. 
Lin Chia-cheng revealed that he had made the direct 
presidential election suggestion when the National 
Affairs Conference was held. Huang Hui-chen believes 
that the earlier the direct presidential clection, the better. 
The time. he says, can be either the first half or the 
second half of 1995. It can also be held in 1994. This 1s 
because, he explains, at this time conditions have not 
been ripe for any Democratic Progressive Party member 
to be elected president. Also. he suggests that the direct 
presidential election be separated from the election of 
legislators or the provincial governor and city mayors. It 
would be best, he says, to leave the provincial governor 
election to be considered after 1995 so as to deal with the 
proposal of abolishing the province and the National 
Assembly. 


While heeding the scholars’ suggestions. Li Teng-hus 
may not accept them totally. Nevertheless, his private 
meetings with the scholars have caused great distur- 
bances. For instance. after Li Teng-hui's meeting with 
Lin Chia-cheng, Huang Hui-chen, and other scholars, 
outsiders immediately suspected that he has taken the 
early direct presidential election into consideration. The 
long and close relationship between the National Policy 
Center and Li Teng-hur has also invited speculations An 
example was the offensive that Hao Po-tsun made 
against Li Teng-hui at the Kuomintang Central Standing 
Committee meeting on & December last year. The 
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instance Was a consequence of the publication by the 
National Policy Advisory Center of a series of articles on 
the study of “the semi-presidential system” and “the 
dual-leadership system” based on the “filth republic” 
spirit, after its representatives returned from a study tour 
in France. [passage omitted] 


Commentary on Reports of KMT as ‘Alien 
Regime’ 

Y4ICMOZISA Laine: LIEN HO PAO in Chinese 
l6 May 94 po 


{Commentars: “Alen Regime’ Theory No Guide For 
Policy-Makine™} 


[ Text] President Li teng-hui (2621 4098 6540) returned 
home trom a four-nation inter-continental trip today. 
The trip was as trurttul as it was arduous. Since this visit 
iS Critical to the nation’s diplomatic standing, we would 
like to extend a warm welcome to the president and 
salute and congratulate him on its achievements. Fur- 
thermore, we want to take advantage of the opportunity 
to express an rdea or two on the diplomatic situation as 
a service to thc (tron from us in the mass media. 


During his trip abroad, President Li Teng-hui took part 
in a major celebration m a trendly nation. The pomp 


and circumstance of the occasion epitomizes the diplo- 
matic dividends of the trip On the other hand, the fact 
that Japan refused ct the presidential plane land and 


' j 


the United St lowed it to stop in Hawan fora 
mere 9) minutes to refuel also underlines the many 
problems in ti diplomacy that we have vet to 
tackle with cr 


We have m, 
ters mm the pas! 
about an i 


suggestions about diplomatic mat- 
ve would like to say something 
interested people both inside and 


= 


f 


outside 4 nostl) before and after the trip— 
namely th lavionship among national iden- 
tity, bi-coa hhons, and foreign policy. In our 
opinion, without a clear well-established national iden- 


tity. it would be ditt 
matic bic 


ult to establish a solid and prag- 
ship or foreign policy. 


During th ars the highest authorities have 
devoted m | to redefining national identity, 
working hard 1 vay out of the thicket of “one 
China” and “two Chinas” However, there has been no 
progress of break tiroveh significance. The latest twist 1s to 


ANTE |Kuomintang) regime as an “alien 
:panese colomal government, and 


‘entire people “out of Egypt.” 


portray the 
reeveime Sit 
clam that 


\s we set nierpret national identity this way 
would requ: vitewashing or rewriting history as well 
as Shaping the future. Otherwise. there will be frequent 


occasions wh are forced to contradict ourselves. 
ake a simple example. Suppose someone tells a Japa- 
nese in Tarpe: that the AMT regime ts an “alien regime.” 
Suppose the same person later refers to Dr. Sun Yat-sen 
as the nation’s “founding father” in front of a group of 
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overseas Chinese in South Africa. In this example. he 
either misspoke the first tume or was wrong the second 
time. The reason 1s that one cannot possibly cal! the 
founder of an “alien regime™ a nation’s founding father. 
This small example alone shows that calling the KMT 
regime an “alien regime” is to entangle oneself in a web 
of countless historical factors too interwoven to be 
separated one from the other. It is not an easy feat 


Such 1s the state of the nation to date. The name— 
Republic of China—has never been changed. There have 
been amendments to the original constitution, but it has 
never been abolished. Nor has the original regime fallen. 
Thus if the existing KMT regime does not consider self 
an “alien regime,” the previous KMT regime could not 
have been an “alien regime” either because there has 
been no break in the legally constituted authority. On the 
other hand, had the past KMT regime been an “alien 
regime,” you cannot now say the current KMT regime 1s 
not an “alien regime” just because the former vice 
president moved up and became president. Imagine a 
comparable situation: Say Chang San has a counterfeit 
bill in his hand. He then gives it to Li Su. Now the bill in 
Li Su’s hand 1s the same forged bill. 


In the most fundamental sense. if the KMT regime were an 
“alien regime.” then the ROC must be regarded as the 
metropolitan state or colonial state. Pushing the “alien 
regime” theory to its logical limit, therefore, we should not 
stop at wresting political power from the KMT but miust 
abolish the name of ROC and end the line of legally 
constituted authority. And when we do that, the only hope 
for Taiwan 1s to establish a new nation. Leave aside the 
enormous risk to which such a development will expose 
Taiwan's 21 million people. but wouldn't the KMT author- 
ities and the ROC be digging their own drugs when thes 
themselves start pushing this “alien regime” theory” They 
would be playing with fire, aren't they” 


As we all know, portraying the KMT regime as an “alien 
regime” like the Japanese colonial regime originated as the 
principal argument of the Taiwan independence move 
ment and independence advocates within the Democratic 
Progressive Party [DPP]. However, circumstances have 
changed radically both at home and abroad. A succession 
of leaders from the Taiwan independence movement and 
the DPP have indicated that even if the DPP comes into 
power, it will not necessarily change the name of ROC. In 
other words, even if the DPP becomes the ruling party. it 
may maintain the ROC as the legally constituted author its 
That way the ROC will not become a colonial state slated 
for overthrow. Moreover, although the “tragic Tarwanese” 
theme has traditionally been the retrain of the Taiwan 
independence movement and DPP, they have outgrown 
and transcended such talk in recent vears. Given this social 
trend, tf the people in power now take the lead in indulging 
in political pathos, they may be ridiculed for being a mere 
parrot and run the risk of inflaming public emotions Alte: 
all, sowing discord and enmity 1s hardly the style of a great 
Statesman. 
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People in power already control the KMT regime and 
exercise the legally constituted authority of the ROC. 
When they talk the language of “alien regime” and the 
“tragedy of the Taiwanese,” they are either blaming 
themselves or trying to take credit for leading everybody 
in denouncing an “alien regime” that does not exist. If 
the latter 1s true, then they have really forgotten their 
own roots. 


As for the “Exodus,” a story in the Old Testament, it is 
not necessarily appropriate as a political analogy. To 
begin with, it would be unseemly for a political figure to 
compare himself to Moses; that shows a lack of honesty 
and may give people the wrong ideas. Moreover, the 
predicament in which the nation now finds itself is not a 
Red Sea that can be parted by shouting a command. 
Furthermore, we probably all interpret “Egypt” and 
“Canaan” differently. Some people may even think that 
they are already in Canaan and wonder if the govern- 
ment is taking them to Egypt. 


Ata ume when President Li Teng-hui's inter-continental 
trip has led us to look outward and think international, 
let us urge people both inside and outside government to 
redouble their effort to clarify our national identity first. 
In the absence of a well-defined well-established national 
identity, we would have a hard time putting together a 
solid pragmatic bi-coastal relationship or foreign policy. 
The fact of the matter 1s that the ROC 1s the ROC. That 
fact should be the be the end all of every policy. Perhaps 
you cannot have a national identity more clearly defined 
or better established than this. As for “community of 
life.” “alien regime,” “the tragedy of the Taiwanese,” 
and “Exodus,” such language may strike an emotional 
chord but 1s hardly the stuff pragmatic feasible policies 
are made of. Tell us, how 1s an “alien regime” to handle 
bi-coastal relationship and foreign policy? 


KM T Chairman Discusses Constitutional Reform 
94C MO3Z08A Taipet HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 372, 30 Apr 94 pp 26-27 


[Article by Wu Ju-p'ing (0702 1172 5493): “The Entire 
Democratic Progressive Party National Assembly Party 
Caucus Meeting With Li Teng-hui—Look, If Others 
Have Been President for Life, How Can You Say That I 
Am Expanding My Powers?” ] 


{ Text] [Excerpts] [passage omitted] 


(in 18 April, twelve cadres from the Democratic Progres- 
sive Party (DPP) National Assembly party caucus met 
with President L: Teng-hu: for a second time after last 
year's initial visit to the Presidential Palace. [passage 
omitted] 


When the meeting began, Li Teng-hu: first spoke up and 
said that the previous time that he met with them, he had 
talked a great deal. This time he wanted to listen to 
everyone's ideas. But he first had to announce that there 
was no way for him to personally represent the views of 
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the Kuomintang (KMT). There are a great many dif- 
ferent viewpoints in the KMT, he said, and he could not 
represent them as spokesman. 


When everyone heard this, they felt as if Li Teng-hui had 
poured cold water on their heads. So, immediately some 
people rudely pointed to the issue of national status and 
demanded that Li Teng-hui express his opinion. Li 
Teng-hui said, “There is no way for me to talk about this! 
I am the president of the Republic of China and could 
never put down the name of the Republic of China. This 
is fundamentally impossible.” 


Seeing that the atmosphere had all of a sudden become 
deadlocked, Hsu P*i-Lung [6079 0012 7893] hastened to 
smooth things over, saying: “Does President Li not want 
everyone to relax a little and to be able to talk about 
anything? If everyone is so serious, they will not relax!” 
He immediately changed the subject, referring to the 
Qiandao Lake Incident. Even President Li could not 
resist condemning the Chinese Communists as a bandit 
regime. Since they are bandits, “Why would we form one 
country with bandits?” He believes that now is the time 
to draw a clear line with the Chinese Communists. 


Li Teng-hui, rather proud of himself, said that he was 
able to condemn the Chinese Communists as bandits 
after careful consideration. He has always thought that 
there are times when he should represent the people and 
speak out with the words that are in everyone's heart! 


Assemblyman Kuo Shih-nan [6753 2514 0589] also 
indicated that as early as 1981 he went to the Chinese 
mainiand and saw Deng Yingchao. He came to a deep 
understanding that the Chinese Communists well could 
play two-faced tactics. The Chinese Communists essen- 
tially have not wanted to negotiate with Taiwan, and 
they do not look at Taiwan as an equal. The government 
should be careful and not give the false impression that 
Taiwan and the Chinese Communists already are nego- 
tiating for unification. [passage omitted. ] 


Assemblyman Chou P*ing-te [0719 1627 1795] followed 
by saving that he suggested that President Li should talk 
less about “unification.” For example, in the south 
President Li's popularity once was very high, but every 
time the president talked about unification his popu- 
larity dropped some. Li Teng-hui then answered in 
Taiwanese, “We have to call for unification.” 


Assemblywoman Ts'ai Ming-hua [5591 2494 $478], who 
was assistant department head of the Maritime Fund 
legal service department, said that when the Outline for 
National Unification first came out. she thought that 
based on its short, medium, and long-range design. we 
could achieve the elimination of hostility from the two 
sides of the Strait and could each recognize the other as 
a political entity and a place not to use force against, it 
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would not be bad for Taman. Later she became aware 
that the Chinese Communists essenually know that 
Taiwan 1s engaged in two Chinas and is on the road to 
becoming an independent country As a result. the 
Chinese Communists are extremely clear on what 
Taiwan is domg, thes are compatriots confusedly 
changing to their own nahhional onentauion. She beheves 
that under these circumstances. the government should 
reexamine the Outline tor National Unification and 
relations between the two sides of the Stran 


Perhaps it ts because Ts'a: Ming-hua’s statement was 
rather close to Li Teng-hui's thinking that Li Teng-hu: 
finally gave a well-intentioned response. He indicated 
that ut could be discussed whether the Outline for 
National Unification should be revised. He also hopes 
that the DPP can participate in the National Unification 
Committee and this way they can make suggestions on 
the Outline for National ( niication. 

But the DPP assemblymen mmmediately responded: 
“Unless the National Unification Commuittce changes its 
name to the National Development Committee, the vast 
majority of the members of the DPP would not want to 
participate.” [passage omitted] 
In the meeting, assembiymen also brought up that 
President Li taking part in a cultural conference in 
P*ing-tung run by the Cultural Reconstruction Section 
formally used “ong:nal inhabitants” to reter to Tar 
wan's minority nationality. When the constitution is 
revised this time, the DPP’s desire to Change the name 
of the “mountain compatriots” to “orginal imbhabit- 
ants” should no longer encounter resistance. It ts 
obvious that the majyorty of people mn the AMT are 
accustomed to seeme the wind and sh lting their sails to 
match President Li's words with action. President Li's 
influence can be imagined 


Li Teng-hur rephed that this is the result of long prepa- 
ration. In the past there was some disscrt mm the party 
over whether the mountain compatriots name should be 
changed to orginal inhabitants. He also raised some 
views in the parts. but they still were not necessarily able 
to be accepted. This time when he went to Poing-tung, the 
Cultural Reconstruction Sect repared this kind of 
manuscript and gave it m | ‘ cot as written 
But a little later, Li Tenge-hui supplemented this by 
saving that actually his reading | ds car ly after 
Sareful considerat: 

However, the previo tim OPP National 
Assembly caucus cadres visited the | ra li 
Teng-hui stl! detended tern nhabitants” 
and “previous thabitanis | rovented iy ve ANTE Atthat 
tome. Li Teng-hui said th. m prove whether of 
not the Mountam compatriots barwan S$ most oremnal 
inhabitants. So. we should not use the term “orermal 


yay 
ne-nNul 


inhabitants” to refer to then vow, when La Te 


original 


takes the lead in the AMI using the te 
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inhabitants,” we do not know how Li Teng-hui would 
explain his previous and later contradiction. [passage 
omitted] 


Neat the DPP assemblymen began to open fire on such 
issues as governmental systems and expanded presiden- 
tial powers that Li Teng-hui very much did not want to 
hear. Cheng Pao-ch’ing [6774 1405 3237] said that trom 
the perspective of the structure since the revision of the 
constituuion, there could be a problem with duplication 
of administrative powers between the president and the 
president of the Executive Yuan. If the two belonged to 
different parties, there certainly could be a problem for 
the governmental system. The possibility of the two 
people conflicting can be mmagined. 


Li Teng-hut, taking exception. said that this 1s a hy pothet- 
ical question and would not necessarily happen. Morcover, 
before when relations were tense between the president 
and the president of the Executive Yuan, most were 
personal problems, not problems with the system. “Beiore. 
right alter he was elected, I saw that person every week and 
there sull were a pile of problems. Now | only run into this 
Executive Yuan president every two or three weeks and we 
stl! are not without problems.” Everyone critrcizes the 
president for expanding his powers, “But where have ! 
added any powers? What can I do now?” 


Assemblyman Lat Chin-lin [6351 OS13 7792] rebutted 
saying that to see whether presidential powers have been 
expanded or not we should compare them with the 
former constitution. Actually nobody tears a powertul 
president. What they most fear is a powertul president 
without an oversight system. Although President [1 
always says that he has not expanded his powers. 
evervone Should look and see what the facts are afte: all 


Lai Chin-lin said that the three stages of constitutional 
revisions are actually almost the same as three movements 
to expand presidential powers. as with the president's 
announcing of emergency decree powers. In the past. it 
could only be done when the the Legislative Yuan was in 
recess. After the constitution was revised. this limit was 
not there. Also with the establishment of the National 
Security Commission and the National Security Of tice 
Before the president was subject to the limited power of 
the provincial and municipal legislators to take from those 
nominated by the Control Yuan. The president went to the 
National Assembly to give his administrative policy and 
now he also wants to delete the prime minister's courter- 
signing authority. Faking these point by port as bere and 
looking at the whole, there 1s a great deal of expansion. In 
addition, after the revision of the constitution. the thresh 
olds tor the Control Yuan's impeachment of the president 
and the assembly's recall of the president have been raised 
so that they are almost difficult to cross. [Is this not proot of 
the expansion of powers and the reduction of supervision’ 
[passage omitted} 


1: Teng-hus, rather displeased to hear this. sand) *Y ou 
are only looking at one side of the rssue! If vou compare 
it with the Provisional Regulations tor the Penrod of 
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Mobilization to Suppress the Rebellion, look, other 
presidents all served tor life. | made the presidential term 
only four years. How can you say that | am expanding 
my powers?” 


Finally, Assemblywoman Wang Hsueh-feng [3769 7185 
1496] brought up the single assembly tissue. Before she 
spoke, she first specifically praised Li Teng-hur’s prag- 
matic foreign policy. She indicated that the pragmatic 
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foreign policy allows Taiwan's people to find respect 
again im international society and elevates Taiwan's 
international reputation. Perhaps it was the unpleasant 
sound of the numerous “cackles” in Wang Hsueh-feng’s 
speech that appeared rather peculiar. and caused Li 
Teng-hu: to suffer twice the “insult.” Although Li Teng- 
hui still believes that at the present stage a single 
assembly would not be feasible, 1t could create blood 
shed. [passage omitted] 














BULK RATE 
U.S. POSTAGE 
PAID 
PERMIT NO. 352 
MERRIFIELD, VA. 














This is a U.S. Government publication. its contents in no way represent the 
policies, views, or attitudes of the U.S. Government. Users of this publication may 
cite FBIS or JPRS provided they do so in a manner clearly identifying them as the 
secondary source. 














Foreign Broadcast Information Service (FBIS) and Joint Publications Research Service (JPRS) 
publications contain political, military, economic, environmental, and sociological news, Commentary, 
and other information, as well as scientific and technical data and reports. All information has been 
obtained from foreign radio and television broadcasts, news agency transmissions, newspapers, books, 
and penodicals. Items generally are processed from the first or best available sources. It should not be 
inferred that they have been disseminated only in the medium, in the language, or to the area indicated 
Items from foreign language sources are translated; those from English-language sources are tran- 
scribed. Except for excluding certain diacntics, FBIS renders personal names and place-names in accor- 
dance with the romanization systems approved for U.S. Government publications by the U.S. Board 
of Geographic Names. 


Headlines, editonal reports, and material enclosed in brackets [] are supplied by FBIS/JPRS. 
Processing indicators such as [Text] or [Excerpts] in the first line of each item indicate how the 
information was processed from the onginal. Unfamiliar names rendered phonetically are enclosed in 
parentheses. Words or names preceded by a question mark and enclosed in parentheses were not clear 
from the onginal source but have been supplied as appropriate to the context. Other unattributed 
parenthetical notes within the body of an item onginate with the source. Times within items are as given 
by the source. Passages in boldface or italics are as published. 











SUBSCRIPTION/PROCUREMENT INFORMATION 


The FBIS DAILY REPORT contains current news 
and information and is published Monday through 
Friday in eight volumes: China, East Europe, Central 
Eurasia. East Asia, Near East & South Asia, Sub- 
Saharan Afnca, Latin Amenca, and West Europe. 
Supplements to the DAILY REPORTs may also be 
available penodically and will be distributed to regular 
DAILY REPORT subscribers. JPRS publications, which 
include approximately 50 regional, worldwide, and 
topical reports, generally contain less time-sensitive 
information and are published penodically. 


Current DAILY REPORTs and JPRS publications are 
hsted in Government Reports Announcements issued 
sermmonthly by the National Technical inforrnation 
Service (NTIS), 5285 Port Royal Road, Springfield. 
Virgina 22161 and the Monthly Catalog of U.S. Gov- 
ernment Publications issued by the Superintendent of 
Documents, U.S. Government Printing Office, Wash- 
ington, D.C. 20402 


The public may subscribe to either hardcover or 
microfiche versions of the DAILY REPORTs and JPRS 
publications through NTIS at the above address or by 
calling (703) 487-4630. Subscription rates will be 





provided by NTIS upon request. Subscriptions are 
available outside the United States from NTIS or 
appointed foreign dealers. New subscnbers should 
expect a 30-day delay in receipt of the first issue 


U.S. Government offices may obtain subscrip- 
tions to the DAILY REPORTs or JPRS publications 
(hardcover or microfiche) at no charge through thei 
sponsoring organizations. For additional information 
or assistance, call FBIS, (202) 338-6735.or write 
to PO. Box 2604, Washington, DC. 20013 
Department of Defense consumers are required to 
submit requests through appropriate Command val- 
idation channels to DIA, RTS-2C, Washington, D.C 
20301. (Telephone: (202) 373-3771, Autovon 
243-3771) 


Back issues or single copies of the DAILY 
REPORTs and JPRS publications are not available 
Both the DAILY REPORTs and the JPRS publications 
are on file for public reference at the Library of 
Congress and at many Federal Depository Libranes 
Reference copies may also be seen at many public 
and university libranes throughout the United 
States 








END OF 
FICHE 
DATE FILMED 


3 








